CORRAL CREEK CBNG PLAN OF DEVELOPMENT

Fidelity Exploration and Production Company

CX Field

Township 8 South, Range 40 East, Section 25: S¥2 and Section 36: All

Big Horn County, Montana

State Land Beneficiaries: Common Schools and DNRC Water Resources Division

Fidelity Exploration and Production Company (Fidelity) submitted a plan of development
covering the drilling, completion, operation and reclamation of 23 coal bed natural gas wells
within the CX Field. Eight of these wells would be on state mineral lands, 7 on common schools
and 1 on Water Resources Division lands. The proposed development is located on the east side
of the Tongue River Reservoir. Of the remaining 15 non-state wells, 9 are on private minerals
and have already been approved by the MT-BOGC, and 6 are on federal minerals, review of
which is pending by the BLM.

The department prepared an October 3, 2008 draft environmental assessment and solicited public
comment. Eleven comments were received, ranging from support for the project proposal to
concern over water quality and quantity, potential for drawdown of the Tongue River Reservoir,
and concern over water availability and potential CBNG drainage from Tribal lands located west
of the Tongue River Reservoir.

Comments in support generally referenced the potential for positive impacts to taxes,
state land royalty revenues and energy generation.

Opposition was expressed relative to the quality and quantity of water discharged from
CX Field operations to the Tongue River. Water discharge is regulated by the MT-DEQ.
All water that would be discharged from this plan of development would occur under
two existing water discharge permits (one for untreated water, one for treated water)
issued by MT-DEQ.

The potential for drawdown of the Tongue River Reservoir from CBNG development
has been analyzed by the BLM and dismissed as a significant factor.

Tribal lands are 1.2 to over 2 miles away from proposed wells on the east side of the
reservoir. At that distance, drawdown would not significantly affect the availability of
water. Tribal concern over water availability stems from their plan to potentially
develop some of their land ownership into a casino-hotel complex.

The distance between Tribal lands and proposed wells, coupled with the amount of
drawdown needed to produce gas, make it unlikely for the proposed wells to impact any
CBNG resources that may exist under Tribal lands. Tribal and other mineral ownership
on the west side of the reservoir could also be developed for CBNG.

The Director requests approval of the Corral Creek EA and Record of Decision.
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TRUST LAND MANAGEMENT DIVISION
DECISION RECORD
AND
FINDING OF NO SIGNIFICANT IMPACT

Fidelity Exploration and Production Company
Corral Creek CBNG Project Plan of Development

Proposal:
Fidelity Exploration and Production Company (Fidelity) has proposed a plan of development

(POD) for the Corral Creek project area, which is located within the CX field on the east side of
the Tongue River Reservoir. The POD includes the drilling and completion of 23 coal bed
natural gas wells [6 federal (three of which are on state surface), 8 state (one of which belongs to
the Water Resources Division) and 9 fee] to several different coal seam targets within the Fort
Union utilizing a “mono-bore” drilling technique. This technique allows one well to be drilled at
each location and completed in one or more of the coal seams rather than drilling multiple wells
per pad site. The Montana Board of Oil and Gas Conservation (MBOGC) accepted this POD for
review on March 27, 2008. The MBOGC completed an environmental assessment and signed
the Finding of No Significant Impact and Notice of Decision on July 14, 2008 and will issue
regulatory permits on 17 wells covering activities on both fee and state lands. The BLM has not
yet issued a record of decision for the federal wells in the project.

Decision:

The Trust Land Management Division is under the regulatory authority of the Montana Board of
Oil and Gas for oil and gas operations in Montana. TLMD is also under the regulatory authority
of MDEQ for air quality, water quality, and water discharge. The operator must abide by the
rules and regulations imposed by the regulatory agencies.

Implementation of Alternative B will entail the following actions:

= A total of 8 coal bed natural gas wells would be drilled on eight separate pad locations on
state lands, with one well per pad site. Each well would be drilled to target coal seams
within the Fort Union Formation. In this area, Fidelity typically produces the Dietz,
Monarch, Carney, and Wall coal beds. For this POD, they also propose to produce the
Smith coal bed, where feasible, and possibly other deeper coal beds (e.g. Carlson, King,
and Roberts). The natural gas from the seams would be commingled to minimize the
number of wells required on each pad site. There would be less than 1 acre of land
disturbance total for all eight well pads. (See Table 1 for state well list). Total
disturbance after the construction phase would be less than %2 acre.

= Underground power lines would be located in existing corridors. In addition, an
easement application has been submitted for an underground power line running from the
south end of section 36 and ending in the NENE of the section. This line would service
the wells on the state section 36 and underground lines would be run north to service
additional wells.




= Two track trails would be utilized to access the eight well pads on the state tracts. No all
weather roads would be constructed on the state tracts.

* Produced water would be managed through discharge of both untreated water under an
existing MPDES permit (MT0030457) and treated water discharge under an existing
MPDES permit (MT0030724).

The Corral Creek POD is a small fraction of the entire CX Field project area, which has 702
wells currently producing and 163 wells approved and waiting on drilling and/or completion.
The state has 8 wells out of a total of 33 wells in the POD area. This is consistent with
development patterns in surrounding areas. Coal bed natural gas development is within the
existing CX Field boundaries and will continue around the state tract. The Coal Bed Natural Gas
Field Operating and Reclamation Requirements were established to mitigate any impacts that
may occur as a result of the development on state lands and will be incorporated into the project
approval.

Finding of No Significant Impact

Based upon a review of the Environmental Analysis done by the Montana Board of Oil and Gas
Conservation and the state specific EA, I find that approval of the proposed action does not
constitute a major state action significantly affecting the quality of the human environment, and
does not require the preparation of an environmental impact statement.

Monte G. Mason
Chief, Minerals Management Bureau
November 17, 2008



CHAPTER 1
PURPOSE AND NEED FOR ACTION

1.1 Proposed Action

Fidelity Exploration and Production Company (Fidelity) has proposed a plan of development
(POD) known as the Corral Creek POD. This POD includes the drilling of 23 coal bed natural
gas (CBNG) wells [6 federal (three of which are state surface), 8 state (one of which belongs to
the Water Resource Division), and 9 fee] to several different coal seam targets within the Fort
Union Formation through “mono-bore” drilling techniques. This entails drilling one well at each
location, completing the wells in one or more of the coal seams rather than drilling multiple wells
per pad site. This area is located on the east side of the Tongue River Reservoir. Project
construction is proposed to commence immediately upon issuance of required permits and
approval. Montana Board of Oil and Gas Conservation (MBOGC) accepted this POD for review
on March 27, 2008. The MBOGC completed an environmental assessment and signed the
Finding of No Significant Impact and Notice of Decision on July 14, 2008 and will issue
regulatory permits on 17 wells covering activities on both fee and state lands. The project area
lies within the existing CX Field boundary, where 702 wells are currently producing and 163
wells have been approved and are awaiting drilling and/or completion.
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The Montana Board of Oil and Gas Conservation (MBOGC) completed an environmental
assessment that analyzed the direct and cumulative impacts from the entire project area on all



fee and state lands within the Corral Creek POD. The cumulative impacts of 17 new CBNG
wells within the POD were analyzed, including the eight state wells.
This environmental assessment focuses on the 8 proposed wells on state-owned land. It
incorporates by reference and tiers off of the EA completed by MBOGC for the entire project
POD. A Finding of No Significant Impact (FONSI) was issued by MBOGC on July 14, 2008.
The pertinent documents that are incorporated by reference and utilized in this analysis are as
follows:
» The Corral Creek Plan of Development, accepted by MBOGC on March 27, 2008.
= The Corral Creek Plan of Development Environmental Assessment, FONSI issued by
Montana Board of Oil and Gas Conservation on July 14, 2008.
»= Montana Statewide Final Oil and Gas EIS and Amendment of the Powder River and
Billings RMP (MT FEIS) approved April 30, 2003.

1.2 Need for the Action

Fidelity holds valid state, federal, and private oil and gas leases within the Corral Creek Project
Area. Fidelity submitted a request to drill coal bed natural gas wells on state land to the
Montana Department of Natural Resources and Conservation, Trust Land Management Division
(TLMD) and the Water Resources Division (WRD) in February 2008. Oil and gas leases issued
by the State of Montana require the lessee to submit proposed activities on the state lease to
the department for review. The Montana Environmental Policy Act (MEPA) requires that an
environmental review be completed if the action has a potential for impacting the human
environment.

The Montana Department of Natural Resources and Conservation, Trust Land Management
Division manages state owned trust lands under the direction of the State Board of Land
Commissioners (Land Board). Both the Land Board and the Department have the fiduciary duty
to manage and utilize these lands to generate revenue for the trust beneficiaries, which are the
schools throughout the state of Montana. It is TLMD’s responsibility to consider environmental
impacts and to protect the future income generating capacity of the lands. Water Resources
Division lands within the POD area are managed by TLMD, but decision making authority is
reserved by their administrator.

Coal Bed Natural Gas Operations began in Montana in 2003. There are currently two operators
that are active in Montana, Fidelity and Pinnacle Gas Resources. Since the first wells were
drilled on state lands and began producing in 2003, total revenue has reached over $4.5 million
for the school trust fund with current revenue exceeding $95,000 per month.

1.3 Relevant Plans, EISs, EAs, Regulations, and Other Documents

1.3.1 Montana Final Oil and Gas EIS and Amendment of the Powder River and Billings
Resource Management Plans (MT FEIS) approved April 30, 2003.

1.3.2 The Fidelity Exploration and Production Company Corral Creek Plan of Development EA
and FONSI, accepted by the Montana Board of Oil and Gas Conservation March 27,
2008 and approved July 14, 2008.
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Objectives of the Action
.1 Obijective #1: Develop a coal bed natural gas project in southeastern Montana
encompassing fee and state mineral development.
1.4.2 Obijective #2: Operate state and fee wells collectively, sharing facilities constructed and
operating on the leases.
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1.4.3 Objective #3: Increase the revenue generated for the State of Montana school trust
fund.

1.5 Decision(s) That Must Be Made

The Minerals Management Bureau Chief of the Trust Land Management Division of the
Montana Department of Natural Resources and Conservation must decide whether to allow the
development of coal bed natural gas (as briefly described in Section 1.1 and in detail in Section
2.2). He must also determine if the selected alternative (plan) would or would not be a major
State action, significantly affecting the quality of the human environment. If the Bureau Chief
determines that it would not significantly affect the quality of the human environment, then he
could prepare and sign a Record of Decision (ROD) and the project could proceed, subject to
approval by the Land Board. Otherwise, an EIS and a ROD must be prepared and signed
before the Corral Creek Project could proceed.

Water Resources Division must also review the project proposal and decide whether or not to
allow the well on water resources land to be drilled. There is currently a no surface occupancy
stipulation on the lease that can only be removed by the Administrator.

1.6 Scope of this Environmental Analysis

1.6.1 Issues Studied in Detail

1.6.1.1 Air Quality (Issue #1)
Increased activity in the project area could result in increased air emissions from
drilling equipment and increased travel to and from the well locations for the
duration of the project.

1.6.1.1 Cultural Resources (Issue #2)
Land disturbance caused by constructing the well pads and the related
infrastructure that is necessary for completion of this project could have an
impact on the cultural resources in the area.

1.6.1.2 Hydrology (Issue #3)
Coal bed natural gas production carries water from the coal seams during the
initial production phases. Management of produced water would consist of direct
discharge of untreated water under an existing MPDES permit, treated water
discharge under an existing MPDES permit, transfer to stock water reservoirs
and tanks for livestock and wildlife, and provide water to Fidelity personnel and
its contractors for industrial use, including drilling, construction, and dust control.

1.6.1.3 Lands and Realty (Issue #4)
There is currently a State of Montana Grazing lease that covers multiple state
tracts within and adjacent to the project area. Increased coal bed natural gas
development could decrease the AUMs that are currently set for this lease and
could interrupt grazing patterns during the drilling and construction phases.

1.6.1.4 Soils (Issue #5)
Construction of the well pads and infrastructure and the increased travel on the
two track trails into state lands could result in soil impacts and effect soil
productivity depending on area and degree of physical effects. Erosion could
also be a problem throughout the duration of this project.

1.6.1.5 Vegetation (Issue #6)
Construction of the well pads and infrastructure and the increased travel on the
two track trails into state lands could result in the temporary removal of



vegetation. Increased activity in the area could increase the potential for noxious
weed introduction.

1.6.1.6 Wildlife (Issue #7)
Coal bed natural gas development could alter the habitat or create disturbance
that could be detrimental to wildlife species.

1.6.1.7 Social and Economic (Issue #8)
Coal bed natural gas development would positively impact the revenue
generated for the school trust fund.

1.6.1.8 Noise (Issue #9)
Coal bed natural gas development would increase the noise level in the project
area during the initial drilling phase.

1.6.1.9 Aesthetics (Issue #10)
Drilling and completing the eight wells on state lands could impact the aesthetics
of the region.

1.6.2.3 Recreation (Issue #11)
Wildlife uses the state land during transition from more favorable habitat. As a
result, there is some recreation potential for fall hunting of big game. In addition,
the Tongue River Reservoir, which is adjacent to this project, is a highly
recreated area.

1 Air Quality Permits from MDEQ for drilling rig operations

2 Approved Untreated Water Discharge Permit (MT0030457)

.3 Approved Treated Water Discharge Permit (MT0030724)

4 Approval from Water Resources Division of Montana Department of Natural Resources
and Conservation for the State 21M/C/W-0290 well



CHAPTER 2
ALTERNATIVES INCLUDING THE PROPOSED ACTION

2.1 Introduction
The purpose of this chapter is to describe and compare the alternatives by summarizing the
environmental consequences. There are two alternatives outlined in this chapter: the No
Action Alternative (Alternative A) and the Proposed Action (Alternative B). Based on the
descriptions of the relevant resources in Chapter 3: Affected Environment and the
predicted effects of both alternatives in Chapter 4: Environmental Consequences, this
chapter presents the predicted attainment of project objectives and the predicted effects of
all alternatives on the quality of the human environment in comparative form, providing a
basis for choice among the options for the decision makers and the public.

2.2 Description of Alternatives
2.2.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
2.2.1.1 Principal Actions of Alternative A
Coal bed natural gas on state land would not be developed. However, ongoing DNRC
permitted and approved activities would continue in the project area:
= Livestock grazing: an existing surface lease that covers common schools land in
section 25 with 36 AUMs (animal unit months) and section 36 with 81 AUMs
would continue on the project area.
= Offset Development: Selection of Alternative A does not prevent offset lands
from being developed for coal bed natural gas production.
2.2.1.2 Past Relevant Actions
The plan of development area lies within the existing CX Field boundaries. There are
currently 702 productive coal bed natural gas wells in that field and another 163 that
have been approved and are awaiting drilling and/or completion. All are operated by
Fidelity Exploration and Production Company.
2.2.1.3 Present Relevant Actions Not Part of the Proposed Action
The Montana Board of Oil and Gas Conservation issued a FONSI for the Corral Creek
Plan of Development EA on July 14, 2008. Based on the analysis of cumulative impacts
from development of state and private minerals, they determined that there would be no
significant direct, indirect, or cumulative impacts as a result of coal bed natural gas
development in the POD area. As a result, fee minerals will be developed in the POD
area surrounding the state section.
2.2.1.4 Reasonably Foreseeable Relevant Actions Not Part of the Proposed Action
Pinnacle Gas Resources, Inc. has one Plan of Development, the Black Eagle Butte POD
that is currently under MEPA Review. The Anderson Creek POD and Otter Creek POD,
also Pinnacle Gas Resources, have been submitted and are awaiting review. Coal bed
natural gas development would likely continue in and around the CX Field over the next
30 years.

All of these activities would also occur if Alternative B, which is described in Section 2.2.2, were
implemented.



2.2.2 Alternative B: Coal Bed Natural Gas Development on State Lands (Proposed
Action)
2.2.2.1 Principal Actions of Alternative B

Table 1

A total of 8 coal bed natural gas wells would be drilled on eight separate pad
locations on state lands, with one well per pad site. Each well would be drilled to
target coal seams within the Fort Union Formation. In this area, Fidelity typically
produces the Dietz, Monarch, Carney, and Wall coal beds. For this POD, they
also propose to produce the Smith coal bed, where feasible, and possibly other
deeper coal beds (e.g. Carlson, King, and Roberts). The natural gas from the
seams would be commingled to minimize the number of wells required on each
pad site. There would be less than 1 acres of land disturbance total for all eight
well pads. (See Table 1 for state well list). Total disturbance after the
construction phase would be less than 'z acre.

Underground power lines would be located in existing corridors. In addition, an
easement application has been submitted for an underground powerline running
from the south end of section 36 and ending in the NENE of the section. This
line would service the wells on the state section 36 and underground lines would
be run north to service additional wells.

Two track trails would be utilized to access the eight well pads on the state tracts.
No all weather roads would be constructed on the state tracts.

Produced water would be managed through discharge of both untreated water
under an existing MPDES permit (MT0030457) and treated water discharge
under an existing MPDES permit (MT0030724).

Wells Proposed on State Land

Well Number Township Range Section Spot

Call
State 21M/C/W-0290 9S 40E 2 NENW
State 43M/C/W-2580 8S 40E 25 NESE
State 23M/C/W-3680 8S 40E 36 NESW
State 24M/C/W-3680 8S 40E 36 SESW
State 32M/C/W-3680 8S 40E 36 SWNE
State 34M/C/W-3680 8S 40E 36 SWSE
State 41M/C/W-3680 8S 40E 36 NENE
State 43M/C/W-3680 8S 40E 36 NESE

WELLS ON STATE SURFACE WITH FEDERAL MINERALS:

State Fed 22M/C/W-0290 9S 40E 2 SENW
State Fed 24M/C/W-2580 8S 40E 25 SESW
State Fed 34M/C/W-2580 8S 40E 25 SWSE

2.2.2.2 Mitigation and Monitoring

The Montana Department of Natural Resources and Conservation, Trust Land
Management Division has developed the Coal Bed Natural Gas Field Operating and
Reclamation Requirements to mitigate disturbances and cumulative impacts to the
environment. A copy of these requirements is provided in Appendix A of this
environmental assessment.

The Montana Department of Environmental Quality has the regulatory authority over the
monitoring of water quality and air quality issues. The Montana Board of Oil and Gas
Conservation has the regulatory authority over oil field operations, including drilling and
reclamation. In conjunction with these regulating agencies, Fidelity has identified the



following mitigation and monitoring measures in addition to the standard requirements

enforced by MDEQ and MBOGC:

» The surface discharge points would be monitored and sampled, and reports
would be submitted in accordance with its respective MPDES permit

requirements.

= Fidelity would conduct upstream monitoring for several parameters and
frequencies under the respective MPDES permit requirements.

2.3 Summary Comparison of the Activities, the Predicted Achievement of Project
Objectives, and the Predicted Environmental Effects of All Alternatives

2.3.1

Summary Comparison of Project Activities

Project Activity

Drill CBNG wells on State
Land

Alternative A (No Action)

0 Wells Drilled on State
Minerals. 3 Wells that are on
state surface with federal
minerals could be drilled.

Alternative B (Proposed Action)
8 State Wells Drilled

Overhead Power lines
Installed

None

No overhead lines on state tracts.

Underground Power lines

None

Six corridors branching off three power
drops on state lands and one power
drop on federal lands.

An easement application has been
submitted by PRE Corp for an
underground line traveling from south
to north of state section 36 to service
POD. Separate approval would be
necessary.

Two Track Trails/All Weather
Roads

One two track trail running
through state section 36 would
have to be relocated under
this alternative. An alternate
route to federal wells would be
needed.

No improved roads on state tracts.
2.88 miles of two track corridors would
be needed on state lands.

Water lines/Gas lines None Water line and gas line installed for
each well

Storage Ponds None No storage ponds would be constructed
for this project

Evaporation Pits None No evaporation pits would be
constructed for this project

Untreated Water - None Untreated water discharge would occur

Discharged under existing MPDES permit

Water Treated — Discharged | None Treated water discharge would occur

under existing MPDES permit

Water Quality/Air Quality
Monitoring

Required under existing
MPDES permit and MDEQ
regulations

Required under existing MPDES permit
and MDEQ regulations.




2.3.2 Summary Comparison of Predicted Achievement of Project Objectives

Project Objective

Develop a coal bed natural gas
project in southeastern
Montana encompassing fee,
federal and state
surfaces/minerals

Alternative A (No Action)
No state minerals would be
developed. Fee minerals would
continue to be developed.
Federal minerals could also be
developed.

Alternative B (Proposed Action)
State and fee minerals would be developed
concurrently. Federal minerals could also
be developed.

Operate federal/state/fee wells
collectively, sharing facilities
constructed and operating on
the leases

Fee wells would be operated
together. State wells would not
be drilled. Federal wells could be
drilled and operated concurrently
with fee wells.

State and fee wells would share new and
existing facilities to reduce the amount of
new land disturbance. Federal wells could
share in existing facilities.

Increase the revenue generated
for mineral owners

State would generate income
from wells within spacing units. If
all proposed federal and fee wells
are developed, common schools
would receive approximately
$155,000 and Water Resources
Division would receive
approximately $1.2 million in
royalties from communitized
areas.

State trust fund would receive 12.5% of all
gas production on state lands for a total of
over $2.77 million for the life of the project.
Water resources division would receive
12.5% or 16.67%, depending on the lease
terms, for a total of over $1.5 million for the
life of the project.

2.3.3 Summary Comparison of Predicted Environmental Effects

Alternative A (No Action)

No impact to air quality from state activity.
Pollutant emissions would occur from fee
mineral development. Emissions would be
regulated by MDEQ.

Air Quality

Alternative B (Proposed Action)
Pollutant emissions would occur in the short
term but would remain below the limits.
Emissions would be regulated by MDEQ.

Cultural Resources
activity.

No impact to cultural resources from state

All identified sites within the project
boundary would be avoided.

Hydrology

No impact to hydrology from state activity.
No discharge from state lands. No
evaporation pits or storage ponds would be
located on state land. Discharge would be
utilized for fee wells and could be used for
federal wells.

Water would be discharged to the Tongue
River under two existing MPDES permits,
one for treated water and one for untreated
water. Water would also be transferred to
Spring Creek Mine and Decker Mine for
industrial use and also used internally by
Fidelity for well drilling and completion,
facility construction, dust suppression, and
related activities.

Lands and Realty

No impact to lands and realty from state
activity. Existing grazing lease and oil and
gas lease would remain in effect for state
lands. The state would still receive its share
of royalties for gas production due to
communitization agreements with federal and
fee mineral owners based on MBOGC

established 160 acre spacing for CX field.

8 CBNG wells would be drilled on state
lands and related infrastructure put in place.
The existing grazing and oil and gas leases
would remain in effect.

Soils No impact to soils from state activity. Increased chance for soil compaction due to
Grazing of the state section would continue, vehicle travel and increased chance for
which may have minor impacts on the soil, erosion due to topsoil and vegetation
such as compaction and erosion. removal. Degradation in soil quality could

also occur.

Vegetation No impact to vegetation from state activity. Some vegetation would be removed for well
Grazing on state lands would continue to pad construction and related infrastructure.
harvest vegetation. Vehicle travel could decrease vegetation

quality and quantity. It could increases
potential for introduction of noxious weeds.

Wildlife No impact to wildlife from state activity. Two Red tailed hawk nests, one burrowing

Offset fee and federal mineral development

owl, and one great horned own nest are
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could impact wildlife in the area.

within the project boundary. NSO and
setback stipulations would be enforced to
ensure no disturbance.

Social and Economic

No impact to social and economic factors
from state activity. State and local income
tax would be increased due to fee mineral
development. Royalty revenue generated for
the state trust fund would be $155,000 and
Water Resources Division would be $1.18
million through communitization agreements
with fee and federal minerals.

State and local income tax increase from fee
and state development. State trust fund
would receive 12.5% of royalties generated
on state section for approximately $2.77
million over the life of the project. Water
Resources Division would receive 12.5% or
16.67% for approximately $1.5 million over
the life of the project.

Noise No increase in noise levels as a result of Noise levels could increase during the
state activities. Offset fee and federal drilling phase of the project.
mineral development could impact noise
levels in the area.

Aesthetics No impact to aesthetics as a result of state Short term impacts to aesthetics could
activity. Offset fee and federal mineral occur. However, well locations would be
development could impact the aesthetics in located to minimize impacts and stipulations
the area. would be enforced to reduce visual impacts.

Recreation No impact to recreation as a result of state There could be some disruption to

activities. Offset fee and federal mineral
development could impact recreation in the
area.

recreational activities during the drilling
phase of this project.

2.4 Identification of the Preferred Alternative

Alternative B: Coal Bed Natural Gas Development is the preferred alternative.

11




CHAPTER 3
AFFECTED ENVIRONMENT
3.1 Introduction
This chapter details the existing condition of the environmental resources and factors of the
Corral Creek Plan of Development that would affect or that would be affected by

implementing either Alternative A, the no action alternative, or Alternative B, the proposed
alternative. Chapter 3 focuses on the site specific issues described in Section 1.6.1.

This description of the existing environment in Chapter 3, the description of the activities of
Alternative A: No Action in Chapter 2, and the predicted effects of Alternative A in Chapter 4
combine to establish the baseline conditions against which the decision maker and the
public can compare the potential effects of Alternative B: Coal Bed Natural Gas
Development on State Lands.

3.2 Description of Relevant Affected Resources

3.2.1 Air Quality (Issue #1)
Air pollution is controlled through the ambient air quality and emission standards
established by the Clean Air Act and under Montana laws implemented by the Montana
Department of Environmental Quality (MDEQ). The Clean Air Act Amendments of 1977
created a system for the Prevention of Significant Deterioration (PSD) of “attainment”
and “unclassified” areas. This program is designed to limit the increase of pollutants in
areas above a legally defined baseline level. The Montana Ambient Air Quality
Standards (MAAQS) establishes upper limits, depending on the classification of the
area. PSD Class | areas have more stringent limits than PSD Class Il areas. The
allowable incremental impacts for NO,, SO,, and PM;, within PSD Class | areas are very
restricted (MT FEIS). The closest PSD Class | defined area is the Northern Cheyenne
Indian Reservation, which lies approximately 18.5 miles north-northeast of the project
area.

Pollutants throughout the project area are very limited due to the small number of
industrial facilities and residential sources. Activities potentially affecting air quality
issues are regulated by the MDEQ.

3.2.2 Cultural Resources (Issue #2)
Cultural Resources are tangible remains of past human activity within the landscape.
Cultural Resources are identified and defined as geographic units or “sites” where past
human activity occurred and evidence of past use can be documented. Generally, any
site of human activity older than 50 years can be considered a cultural resource.

Fidelity Exploration and Production Company contracted Ethnoscience, Inc. to conduct a
class lll cultural resource inventory of the lands within the Corral Creek Plan of
Development area. The surveys were conducted between April 28, 2007 and May 10,
2007.

The Corral Creek project inventory was conducted using pedestrian transects spaced at
no more than 30 meter intervals. A total of 23 sites were identified in the inventory area.
The sites include 21 prehistoric and 2 historic sites. Three of the sites had been

previously documented. The prehistoric sites include 10 stone feature sites and 11 lithic
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3.2.3

scatters. Additional work is necessary before eligibility recommendations could be
provided.

A Cultural Resource Annotated Bibliography System search was conducted that
includes all the sections that would be crossed by this project. In addition, the State
Historic Preservation Office’s (SHPO) list of properties determined eligible to the
National Register of Historic Places was consulted. The following is a description of
previous investigations identified in the proposed project area. Several other
investigations were conducted on lands adjacent to the POD boundary.

= University of North Dakota 1972 conducted surveys in portions of Big Horn,
Rosebud, and Powder River counties that were scheduled for strip mining. Forty
sites were identified.

= Murray conducted a literature search in 1973. No sites recorded; however,
potential zones were defined.

» Fredlund conducted surveys in 1975 and 1976 of the East Decker Mine and
North Extension for the Decker Coal Company. A total of 27 sites were
identified. One site, 24BH1520 was identified within the Corral Creek POD.

* Robson and MacDonald conducted an investigation of the Tongue River
Reservoir shoreline in 1984. There were 4 previously recorded sites and seven
newly recorded sites. Three of the newly recorded sites are on state land within
the proposed project boundary: 24BH603, 24BH605, and 24BH607.

= Ethnoscience conducted investigations between 1992 and 1995 of the Tongue
River Dam Project. In total, 41 prehistoric and 17 historic sites were located.
Two previously recorded sites, 24BH605 and 24BH607 were investigated.

Hydrology (Issue #3)

The Dietz project area lies entirely within the Tongue River Watershed. A series of
intermittent drainages network the project area, of which Deer Creek is the only named
drainage. Corral Creek is located immediately north of the project area. The nearest
permanent water source is the Tongue River, which is located just west of the project
area. An examination of U.S. Geological Survey (USGS) topographic maps and Bureau
of Land Management documents do not indicate the presence of springs within the
project area.

3.2.3.1 Surface Waters

The Tongue River Watershed covers approximately 1477 square miles. It
originates in the Big Horn Mountains in Wyoming and runs north and is perennial
throughout its length to the Yellowstone River. There are many tributaries to the
Tongue River, including Anderson Creek, Deer Creek, and Corral Creek, all of
which are near the project area.

An evaluation of USGS 7.5 minute topographic maps and a review of existing
water rights of the project area revealed that no natural or developed springs
exist inside the project boundary. Two direct flow surface water rights were
permitted within the project area. Both belong to the Montana Stand Board of
Land Commissioners. One is located in NE of Section 25 and the other in NW of
Section 36.

Fidelity Exploration and Production Company has two existing MPDES permits
for water discharge into the Tongue River. Permit MT0030457 authorizes

untreated water discharge into the Tongue River through 15 approved outfalls.
Limitations for Total Suspended Solids (TSS), pH, and flow rate are outlined in
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detail in the discharge permit. In addition to those limitations, MDEQ has also
employed the following discharge limitations:
= Between November 1 and February 28, the total flows discharged from
the fifteen outfalls shall not exceed 2500 gallons per minute (gpm);
= Between July 1 and October 31, the total flows discharged from the
fifteen outfalls shall not exceed 1600 gpm. Additional flow restrictions will
be applicable during this seasonal period. Total discharges to the upper
reach of the Tongue River will be limited to 1000 gpm.
= Effluent pH shall remain between 6.5 and 9.0;
=  When daily stream flow values are less than 35 cubic feet per second
(cfs) as recorded at USGS gauging station 06306300, the permittee shall
conduct daily instream monitoring of specific conductance and shall
cease discharging if the measured specific conductance exceeds the
following values on any two consecutive calendar days:
November 1 through March 1: 2500 uS/cm
March 2 through October 31: 1500 uS/com

Permit MT0030724 authorizes the discharge of water from Fidelity’s Tongue
River Project Treatment Facility located in Township 9 South, Range 40 East,
Section 33 [NE4] to the Tongue River through one approved outfall location.
Limitations for Total Suspended Solids, Total Nitrogen, Sodium Adsorption Ratio
(SAR), Specific Conductance, and Heat Load are outlined in detail in the
discharge permit. In addition to those limitations, MDEQ has also employed the
following:
= Between November 1 and March 1 the instantaneous maximum flow
discharged shall not exceed 1700 gallons per minute;
= During the period specified above, the percentage of untreated produced
water shall not exceed 23% of the produced water delivered to the facility;
= Between March 2 and October 31 the instantaneous maximum flow
discharged shall not exceed 1700 gallons per minute;
= During the period specified above, the percentage of untreated produced
water shall not exceed 14% of the produced water delivered to the facility;
= Effluent pH shall remain between 6.5 and 9.0.
3.2.3.2 Ground Water
The sands and coals of the Fort Union formation are a major source of
groundwater in the project area. Wells within these formations could produce as
much as 40 gpm, but typically yield closer to 15 gpm. This formation is generally
encountered at depths from 50 feet to 600 feet in the project area. Fidelity
Exploration and Production Company has focused on the Dietz, Monarch, and
Carney seams of the Fort Union Formation. As part of this proposal, Fidelity has
also proposed to explore the deeper coals such as the Carlson, King, and
Roberts.

Potentiometric surface maps representing current groundwater conditions near
the project area indicate a regional groundwater flow direction generally to the
west and southwest. It is suggested that Tongue River Reservoir and Decker
Mine operations exert some hydraulic control on the groundwater conditions with
the upper coal units.

A groundwater rights search was done for the entire proposed area of
development. There are fourteen permitted wells within a one mile radius of the
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project area and water well mitigation agreements have been offered to each
water user.

3.2.4 Lands and Realty (Issue #4)
The surface of the common schools tracts within the POD have an active grazing lease
issued to Decker Coal Company with an expiration date of February 28, 2017. The total
AUMs for the common schools land in section 25 is 36 and the total AUMs for land in
section 36 is 81, based on 2006 field evaluations.

An Easement Application for an underground 3-phase distribution powerline was

submitted by PRE Corp in association with the Corral Creek Plan of Development.
The easement area would extend a total distance of 5556.36 feet or 336.75 rods, more or less
with a tract or strip of land 20 feet wide, 10 feet on each side of the centerline as described in
the application. Separate approval would be needed for the easement.

3.2.5 Soils (Issue #5)
General soil information for the Corral Creek project area was submitted in the Plan of
Development in March 2008. Soils in the POD area were developed in alluvium and
residuum derived from the Tongue River member of the Tertiary Fort Union Formation
and the Eocene Wasatch Formation. Lithology consists of light to dark yellow and tan
siltstone and sandstones with coal seams in a matrix of shale. In many areas the near
surface coals have burned, baking the surrounding rock, producing clinker or scoria.
Higher ridges and hills are often protected by an erosion-resistant cap of clinker or
sandstone. Thirteen soil series, which were grouped into16 mapping units are present
in the project area. Textures range widely, from clay to sandy loam.

Four different soil series were identified within the state tracts where development is
proposed through the use of the Natural Resource Conservation Service (NRCS). The
Thedalund-Wibaux stony loams, hilly (THn) is the most predominant series on the state
tracts. It consists of moderately undulating to very steep, well-drained soils in the
sedimentary uplands. It is formed in material weathered in place from shale.
Permeability is moderate and available water capacity is low to moderate. These soils
are suited for range, watershed, and game range. Runoff is rapid and the hazard of
erosion is severe.

The Hesper silty clay loam (Hma) consists of deep, nearly level to gently sloping, well-
drained soils. These soils formed in calcareous, wind and water transported silt and
very fine sand. It has 0 to 1 percent slopes and is on high terraces and benches. Runoff
is slow, and the erosion hazard is slight. This soil series is suited for most irrigated and
dryland crops.

The Travessilla-Thedalund loams, rolling (TS) is made up of rolling hills and ridges in the
sedimentary uplands. It is about 40 percent Travessilla loam and sandy loam, 40
percent Thedalund loam, and 15 percent Rock outcrop. Slopes are 8 to 15 percent.
Runoff is medium, and the hazard of erosion is moderate. The soils formed from
material weathered in place from calcareous hard sandstone. Permeability is rapid, and
available water capacity is very low.

The final series found on the state tracts is the Chugter complex (CG). It consists of

gently sloping to strongly sloping soils on fans, foot slopes, and terraces in red, burned
shale uplands. It is about 60 percent Chugter loam, 25 percent Wibaux loam, and 15
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3.2.6

percent Spearman and Hydro soils. The Hydro soil is in the valley bottoms. The Wibaux
and Spearman soils are on spur ridges and knolls surrounded by the Chugter soil.
Runoff is medium, and the hazard for erosion is moderate. These soils are used mainly
for range, wildlife, and watershed. Small areas of the Chugter soil are used for dry-
farmed crops and hay where slopes are less than 12 percent.

Vegetation (Issue #6)

The project area is part of the Central Grasslands (Ethnoscience, 2007). The primary
species found in this area include western wheatgrass, prairie junegrass, big sagebrush,
and silver sagebrush. Ground visibility is approximately 0 to 30 percent. Also,
numerous clinker deposit outcrops are located within and around the project area which
are associated with specific plant species including ponderosa pine, juniper, skunkbush
sumac, currant, and chokecherry. Field evaluations for the common schools lands
within the POD area were completed in 2006. The species and composition around the
wells pads and proposed infrastructure for the tracts is detailed in Table 3 and Table 4
below.
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Table 3

Vegetation species and composition on common schools land in section 25
COMMON NAME SCIENTIFIC NAME COMPOSITION

Western Wheatgrass

Agropyron smithii

Bluebunch Wheatgrass Agropyron spicatum 10%
Green needlegrass Stipa viridula 5%
Prairie snadreed Calamovilfa longifolia

Sideoats grama Boutelous curtipendula 5%
Others

Trees and Shrubs 5%
Needleandthread Stipa comata 10%
Prairie Junegrass Koeleria cristata 10%
Sandbergs bluegrass Poa sandbergii

Blue grama Bouteloua gracilis 5%
Threadlead sedge Carex filifolia

Red threeawn Aristida longiseta 5%
Plains Muhly Muhlenbergia cuspidate

Big Sagebrush Artemisia tridentate 10%
Forbs 10%
Plains pricklypear Opuntia polycantha

Broom snakeweed Gutierrezia sarothrae 10%
Others

Kentucky Bluegrass Poa pratensis 5%
Cheatgrass Bromus tectorum 10%
Table 4

Vegetation species and composition on common schools land in section 36
COMMON NAME SCIENTIFIC NAME _ COMPOSITION
Site One Site Two

Western Wheatgrass Agropyron smithii 209% -
Bluebunch Wheatgrass | Agropyron spicatum °

Western Wheatgrass Agropyron smithii 5%
Green needlegrass Stipa viridula -

Great basin wildrye Elymuc cinereus

Green needlegrass Stipa viridula 5% -
Trees and Shrubs 5% 5%
Needleandthread Stipa comata 15% 25%
Prairie Junegrass Koeleria cristata 5% 10%
Sandbergs bluegrass Poa sandbergii

Blue grama Bouteloua gracilis 5% 5%
Threadlead sedge Carex filifolia 59, 5%
Red threeawn Aristida longiseta °

Forbs 15% 10%
Plains pricklypear Opuntia polycantha 10%
Broom snakeweed Gutierrezia sarothrae 10%

Others

Cheatgrass Bromus tectorum 10% 10%
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A search of the Montana Natural Heritage Program’s Plant Species of Concern List
revealed no element occurrences on state lands (Montana Natural Heritage Program,
2003). No state listed noxious weeds were discovered by a search of inventory maps,
databases, or field evaluations.

3.2.7 Wildlife (Issue #7)
Fidelity Exploration and Production contracted Hayden-Wing Associates, LLC (HWA) to
conduct wildlife and habitat evaluations for the Corral Creek POD. In 2003, 2004, and
2005, HWA conducted surveys as part of baseline and monitoring requirements for other
Fidelity PODs in the area, including aerial surveys for wintering bald eagles, ground
surveys for greater sage-grouse leks and ground surveys of sharp-tailed grouse leks,
aerial and ground surveys for raptor nests, and aerial surveys of mule deer within
designated winter range.

During 2006, HWA conducted surveys in and around Corral Creek. Wildlife species
surveyed included: wintering bald eagles, wintering mule deer, greater sage grouse,
sharp tailed grouse, raptor nests, burrowing owl nests, mountain plover habitat and
presence/absence of mountain plover, black-tailed prairie dog colonies, and potential
sage-grouse nesting habitat. HWA conducted additional surveys on the species in 2007.

3.2.7.1 Raptors
Aerial surveys were conducted on January 9 and 30, and February 19, 2007 to
locate bald eagle winter roost sites and identify potential winter roost habitat in or
within one mile of the proposed POD. Two bald eagles were observed perched
in a dead ponderosa pine located just north of the POD in the NE4 of Section 25.
However, no active bald eagle nests are located in or within one mile of the
Corral Creek POD.

Four raptor nests were located within the POD boundary. These include two Red
Tailed Hawk nests, one in NENW of Section 2, and one in the SESE of Section

1, a Great Horned Owl nest in the SESW of Section 2 and a Burrowing Owl in the
NE4 of Section 1. The Burrowing Owl is on the Montana Animal Species of
Concern List (Montana Natural Heritage Program, 2004).

Two additional Red Tailed Hawk nests, one Great Horned Owl nest, and one
Osprey nest were located with the one mile buffer of the project area.

3.2.7.2 Prairie Dogs
Two prairie dog colonies were located within the project boundary. One is almost
entirely within the POD boundary and covers approximately 144.4 acres. The
second is entirely within the POD boundary and covers approximately 1.4 acres.
Portions of each colony are located on state land.

According to the USFWS guidelines for determining suitable black-footed ferret
habitat, a black tailed prairie dog complex is defined as an aggregation of two or
more neighboring prairie dog colonies separated by a distance of less than 4.34
miles and totaling 80 acres or more. The two towns within this POD area and its
0.5 mile buffer meet these criteria and would be considered suitable habitat for
black-footed ferrets.

3.2.7.3 Mountain Plover
No potential mountain plover habitat was identified in or within 2 mile of the
project boundary. Although two prairie dog colonies occur within the POD, the
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area was determined to be unsuitable for mountain plover due to matted grass,
closely spaced plants, lack of bare ground, presence of killdeer, and proximity to
a large body of open water.

3.2.7.4 Greater Sage Grouse and Sharp Tailed Grouse

There are no sharp tailed grouse leks or sage grouse leks within the POD
boundary. The closest lek is a sharp tailed grouse lek in Section 8 of Township 9
South, Range 41 East. It is approximately 1 2 miles from the POD boundary.

3.2.7.5Big Game

There is no crucial mule deer winter range habitat within the POD boundary.
However, most of the POD was surveyed because of its proximity to the winter
range. No mule deer sightings were recorded within the POD boundary during
the three big game aerial surveys conducted. The nearest mule deer sightings
occurred over %2 mile south of the POD.

3.2.7.6 West Nile Virus

3.2.8

3.2.9

West Nile Virus is a mosquito borne disease that could cause encephalitis and
other brainstem diseases in humans and a major impact on vertebrate wildlife
populations (Bureau of Land Management, 2005). It is spread when mosquitoes
feed on infected birds and then people or other birds or animals. It is not spread
by person to person contact and there is no evidence that people can contract
the virus by handling infected animals. Mosquitoes could potentially breed in any
standing water that lasts for more than 4 days, including the Tongue River
Reservoir.

Social and Economic (Issue #8)

Coal bed natural gas production is currently developed on approximately 2924 acres of
state land. Royalty revenue generated for the State through June 2008 for CBNG
totaled $4,626,485. Current royalty payments are approximately $95,000 per month.
This revenue comes from the Badger Hills POD area, the Dry Creek POD area, the Coal
Creek POD area, the Deer Creek North POD area, and the SE4 of Section 36-Township
9 South, Range 39 East, which has wells that are communitized with state minerals.
Some wells within the Dietz POD have begun producing, with additional wells to produce
in the future. The additional Coal Creek wells approved as part of an amended POD in
Township 9 South, Range 41 East, Section 16 have not been drilled yet. In addition, the
Waddle Creek POD and Fork’s Ranch POD have been approved and the wells have not
yet been drilled.

A more in depth analysis of the social and economic conditions of the project area can
be found in Chapter 3: Affected Environment, and the Socioeconomic appendix of the
MT FEIS.

Noise (Issue #9)

The major sources of noise within the project area are localized vehicular traffic and
light industry activity on the existing roadways leading to the project area. Watercraft
traffic on the Tongue River Reservoir could also impact noise levels during spring and
summer months. These noise sources currently create only modest sound disturbances
within the area.

3.2.10 Aesthetics (Issue #10)

This project area is visible from the Tongue River Reservoir and lands to the west of the
reservoir at Rattlesnake Point.
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3.2.11 Recreation (Issue #11)
The Tongue River Reservoir receives an average of 80,000 visitors per year. This
area has exceptional recreational opportunities that vary with seasonal changes. Spring
and summer provide opportunities for fishing, hiking, photography, wildlife viewing, water
sports, off road vehicle activities, camping, picnicking, touring, etc. Early to late fall is
hunting season. Winter brings skiing, snowshoeing, and snowmobiling. This project
area lies directly across the reservoir from Rattlesnake Point, a highly recreated
campground on the west side of Tongue River Reservoir.
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CHAPTER 4
AFFECTED ENVIRONMENT

4.1 Introduction
This chapter forms the scientific and analytic basis for the summary comparison of effects
presented in Chapter 2 of this Environmental Assessment. This chapter describes the
environmental consequences or effects of the proposed action and the cumulative effects
of concurrent and future state activities within the analysis areas.

4.2 Predicted Attainment of Project Objectives of all Alternatives
4.2.1 Predicted Attainment of Project Objective #1: Develop a coal bed natural gas project
in southeastern Montana encompassing federal, fee and state mineral development.
4.2.1.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Under this alternative, coal bed natural gas development would continue on fee
lands adjacent to the state tracts in the project area. Federal minerals could also be
developed. The state tracts lie in an area with high probability of additional coal bed
natural gas development. Natural gas from the coal beds on the undeveloped state
tracts would be drained and produced without adequate compensation from offset
wells drilled on the adjacent sections.
4.2.1.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Under this alternative, coal bed natural gas development would occur on the fee and
state tracts concurrently, providing a more reasonable, efficient, and systematic
means of developing the gas field. Federal mineral development could also occur.
Facilities and infrastructure could be minimized by joint development. In addition,
concurrent development of the state tracts would prevent drainage and protect
correlative rights of the state, thereby ensuring the state receives payment for the
minerals removed from the state tracts.
4.2.2 Predicted Attainment of Project Objective #2: Operate federal, state and fee wells
collectively, sharing facilities constructed and operating on the leases.
4.2.2.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Under this alternative, fee wells would be operated independently of state activity.
Federal minerals could also be developed. As a result, if development of these state
tracts were to be considered at a later date, additional facilities and infrastructure
could be required on the state surface in order to produce the wells.
4.2.2.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Under this alternative, fee and state minerals would be operated concurrently,
eliminating the need of unnecessary land disturbances and additional infrastructure.
Federal minerals could also be developed.
4.2.3 Predicted Attainment of Project Objective #3: Increase the revenue generated for
the State of Montana school trust fund.
4.2.3.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Under this alternative, economic contribution to the school trust would be minimal.
Communitization agreements would be executed based on Montana Board of Oil
and Gas Conservation spacing for the CX field. The current lease rentals and
revenue from the grazing lease would continue. However, this would have a direct
effect upon the TLMD’s fiduciary obligation to generate revenue for the beneficiaries
of the school trust fund. Development would continue around the state tracts,
allowing drainage of state minerals without fair compensation. This would reduce, or
even eliminate, the potential for development of the state minerals in the future.
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4.2.3.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Under this alternative, eight wells would be drilled on the state tracts. This would
positively impact local and state tax revenue. The state school trust would receive
royalty revenue equivalent to 12.5% of the gross value of the produced natural gas
from the common schools tracts in section 36 and section 25. Water Resources
Division would receive 12.5% of the gross value of the natural gas produced from
their tracts in Section 25, tracts in the east half of section 2 and tracts in section 1
due to 160 acre spacing established by MBOGC. In addition, WRD would receive
16.67% of the gross value of the natural gas produced from their tract in the west
half of section 2. Based upon performance of wells in the CX field and reserve
estimates from test wells within the POD, this would generate over $2.77 million to
the Common School Trust over the life of the project and $1.5 million for Water
Resources Division.

4.3 Predicted Effects on Relevant Affected Resources of All Alternatives

4.3.1 Predicted Effects on Air Quality (Issue #1)

4.3.1.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: There would be no direct or indirect impacts to air quality as a
result of this alternative.
Cumulative: No cumulative impacts as a result of state activities. Development of
minerals on fee lands would continue under the No Action alternative. Federal
minerals could also be developed. The cumulative impacts are discussed and
analyzed in BOGC’s EA and the MT FEIS.

4.3.1.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: Pollutant emissions would occur during the drilling phase of the
eight wells on state land. Localized short term increases in CO, NO,, SO,, PM,sand
PM;, concentrations would occur. However, maximum concentrations are expected
to remain well below the applicable state, local, and federal air quality standards.
The Montana Department of Environmental Quality has regulatory authority to review
and issue permits covering all new or modified air pollution emission sources. These
permits would be required prior to construction.

The time to drill each of the eight coal bed natural gas wells on the state tracts would
be approximately one to two days. Water well rigs would be utilized in lieu of
traditional oil and gas drilling rigs due to the shallow depths of the coal seam targets.
These smaller rigs do not have high horsepower engines so emissions would not be
significant.

During the production phase of this project, vehicle traffic could result in an
intermittent deterioration in air quality in the area. Dry conditions could cause a
higher volume of dust in the air. There are no compressor stations proposed on
state lands, so long term impacts would not occur as a result of state activities.

The following mitigation measures have been proposed for this alternative:

» Fidelity would install remote monitoring equipment to minimize the amount of
vehicle traffic to and from the individual well sites. This would decrease the
pollutant emissions during the production phase of the project.

» Speed limits would be implemented on unpaved roads throughout the POD
area.

» The Montana Board of Oil and Gas Conservation regulates gas venting.
They prohibit venting of commercial quantities of gas. Since extensive
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infrastructure and testing is already in place in the CX Field, only a limited
amount of testing would occur for a short duration prior to well hookup.

Cumulative: Cumulative impacts as a result of state activities have been analyzed in
conjunction with fee development in BOGC’s EA for this project. Ultimately, air
quality is regulated by the Montana Department of Environmental Quality through the
Clean Air Act.

4.3.2 Predicted Effects on Cultural Resources (Issue #2)

4.3.2.1 Alternative A: No Coal Bed Natural Gas Development (No Actions)
Direct and Indirect: There would be no direct or indirect impacts to cultural resources
as a result of this alternative.
Cumulative: There would be no cumulative impacts to cultural resources as a result
of state activities under this alternative.

4.3.2.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: Twenty-three cultural resource sites were identified in the project
area. These sites include 21 prehistoric and two historic sites. The prehistoric sites
include 10 stone feature sites and 11 lithic scatters. Three stone feature sites and
two lithic scatter sites are recommended not eligible under Criteria A, B, and C.
Additional work is necessary before eligibility recommendations under Criterion D
could be provided. Two previously recorded lithic scatter sites no longer exist. Five
stone feature sites and seven lithic scatter sites are recommended not eligible. The
two historic sites are recommended not eligible. Fidelity would avoid all sites
identified within the project area. Therefore, no impacts to cultural resources would
occur as a result of any proposed activity.

The following mitigation measure would be enforced for this alternative:
= [If any cultural values (sites, artifacts, human remains) are observed that were

not previously addressed and reviewed, they would be left intact, operations
halted, and the TLMD notified immediately. Fidelity is responsible for
informing all persons in the area who are associated with this project that
they would be subject to prosecution for knowingly disturbing historic or
archaeological sites, or for collecting artifacts. TLMD would conduct an
evaluation of the cultural values to establish appropriate mitigation, salvage,
or treatment. If additional archaeological survey work is required, Fidelity
would be responsible for this expense. This is a requirement in both the
lease agreement and the Coal Bed Natural Gas Operating and Reclamation
Requirements found in Appendix A of this report.

Cumulative: No cumulative impacts to cultural resources would occur as a result of

state mineral development.

4.3.3 Predicted Effects on Hydrology (Issue #3)

4.3.3.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: There would be no direct or indirect impacts to hydrology as a
result of this alternative.
Cumulative: The state would not contribute to cumulative impacts under this
alternative. Development of fee minerals in the POD would continue. Federal lands
could also be developed.

4.3.3.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: Fidelity currently produces water from 702 coal bed natural gas
wells in the TRP area, of which 31 are Montana Department of Natural Resources

23



Table 3.

and Conservation (DNRC) Conservation Easement wells, the water from which is
permitted to be pumped solely to the Decker Coal Mine. The current water
production rate from the 702 wells is approximately 3013 gallons per minute (gpm)
with nearly all of that being discharged into the Tongue River under two existing
MPDES permits (MT0030457 and MT0030724) or transferred to the Spring Creek
and Decker Coal Mines for industrial uses. A small percentage of the produced
water is provided to local ranchers to supplement livestock watering as needed and a
small percentage is utilized internally by Fidelity for well drilling and completion,
facility construction, dust suppression, and related activities.

The proposed Corral Creek POD wells would have a 10 to 15 year life expectancy.
Water production from the existing battery locations within CX field indicates that
existing wells produce between 1 and 13 gallons per minute for single coal seam
completions and/or between 5 and 6 gpm per coal seam for commingled well
completions. Typically, decline rates for CBNG wells range from 5 to 39% per year,
and Fidelity has assumed a 20% decline rate for existing and future production within
the water balance (Tables 3-5).

2008 Fidelity Water Balance

MONTANA

MT East Existing (Jan
2008)

Decker Mine E. 16 wells
(2007) - PRODUCING
Coal Creek Fed 21 wells
(2008) - DRILLED

Deer Creek North Fed 34
wells (2008)

Corral Creek 17 wells
(2008) - STATE & FEE
Coal Creek Amend Fed
31 wells (2009)

MT East Subtotal
MT West Existing (Jan
2008)

Total Flow

MONTANA WATER
BALANCE (GPM)
Untreated Capacity to the
River
EMIT 15
EMIT 19
Spring Ck Mine
Decker Mine

Total Capacity

Total Flow

Difference

Gross Net
Well Well Jan- Feb- Mar- Apr- May- Jun- Jul- Aug- Sep- Oct-
GPM  Count  Count  Decline 08 08 08 08 08 08 08 08 08 08 Nov-08
20% 1,675 1,649 1,624 1,599 1,575 1,551 1,527 1,504 1,481 1,458 1,436
18 16 16 20% 288 284 279 275 271 267 263 259 255 251 247
25 21 21 20% 131 263 473 465 458 451 444 437 431
22 34 34 20% 187
22 17 17 20% 94 281 374
20 31 31 20%
1,963 1,933 2,035 2,137 2,318 2,283 2,248 2213 2,273 2,426 2,674
1,060 1,034 1,018 1,003 987 972 957 943 928 914 900
3,013 2967 3,053 3,139 3305 3255 3205 3,156 3,201 3,340 3,574
Avg. GPM 2008
A-Ft per year -
2008
2,500 2500 2375 2375 2375 2375 1,600 1,600 1,600 1,600 2,500
700 700 700 700 700 700 700 700 700 700 700
730 730 730 730 730 730 730 730 730 730 730
120 120 120 120 120 175 370 370 370 370 250
85 85 85 85 85 85 85 85 85 85 85
4,135 4,135 4,010 4,010 4,010 4,065 3,485 3,485 3485 3,485 4,265
3013 2967 3,053 3,139 3305 3255 3,205 3,156 3,201 3,340 3,574
1,122 1,168 957 871 705 810 280 329 284 145 691

Dec-
08

1,414
243
424
374

368

2,823
886
3,709
3,243

5,189

2,500
700

120
85
4,135
3,709
426
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Table 4

2009 Fidelity Water Balance

Gross Net
Well Well Jan- Feb- Mar- Apr- May- Jun- Jul- Aug- Sep- Oct- Dec-
MONTANA GPM Count Count Decline 09 09 09 09 09 09 09 09 09 09 Nov-09 09
MT East Existing (Jan
2008) 20% 1,392 1,371 1,350 1,329 1,309 1,289 1,269 1,249 1,230 1,211 1,193 1,175
Decker Mine E. 16 wells
(2007) - PRODUCING 18 16 16 20% 239 236 232 229 225 222 218 215 212 208 205 202
Coal Creek Fed 21 wells
(2008) - DRILLED 25 21 21 20% 418 411 405 399 393 387 381 375 369 363 358 352
Deer Creek North Fed 34
wells (2008) 22 34 34 20% 598 748 737 725 714 703 692 682 671 661 651 641
Corral Creek 17 wells
(2008) - STATE & FEE 22 17 17 20% 363 357 352 346 341 336 331 326 321 316 311 306
Coal Creek Amend Fed
31 wells (2009) 20 31 31 20% 155 310 558
MT East Subtotal 3,010 3,123 3,075 3,028 2,981 2936 2,891 2,847 2803 2915 3,028 3,234
MT West Existing (Jan
2008) 873 859 846 833 820 808 795 783 771 759 748 736
Total Flow 3,882 3,982 3921 3861 3,802 3,743 3,686 3,630 3574 3,674 3,776 3,971
Avg. GPM 2008 3,792
A-Ft per year -
2008 6,067
MONTANA WATER
BALANCE (GPM)
Untreated Capacity to the
River 2,500 25500 2,375 2375 2375 2375 1,600 1,600 1,600 1,600 2,500 2,500
EMIT 15 700 700 700 700 700 700 700 700 700 700 700 700
EMIT 19 730 730 730 730 730 730 730 730 730 730 730 730
Spring Ck Mine 120 120 120 120 120 175 370 370 370 370 250 120
Decker Mine 85 85 85 85 85 85 85 85 85 85 85 85
Total Capacity 4,135 4,135 4,010 4,010 4,010 4,065 3,485 3,485 3,485 3,485 4,265 4,135
Total Flow 3,882 3,982 3921 3861 3802 3,743 3,686 3,630 3,574 3,674 3,776 3,971
Difference 253 153 89 149 208 322 (201)  (145) (89) (189) 489 164
Table 5
2010 Fidelity Water Balance
Gross Net
Well Well Jan- Feb- Mar- Apr- May- Jun- Jul- Aug- Sep- Oct- Dec-
MONTANA GPM Count Count Decline 10 10 10 10 10 10 10 10 10 10 Nov-10 10
MT East Existing (Jan
2008) 20% 1,157 1,139 1,122 1,104 1,087 1,071 1,054 1,038 1,022 1,007 991 976
Decker Mine E. 16 wells
(2007) - PRODUCING 18 16 16 20% 199 196 193 190 187 184 181 179 176 173 170 168
Coal Creek Fed 21 wells
(2008) - DRILLED 25 21 21 20% 347 342 337 331 326 321 316 312 307 302 297 293
Deer Creek North Fed 34
wells (2008) 22 34 34 20% 631 622 612 603 593 584 575 567 558 549 541 533
Corral Creek 17 wells
(2008) - STATE & FEE 22 17 17 20% 301 297 292 288 283 279 275 270 266 262 258 254
Coal Creek Amend Fed
31 wells (2009) 20 31 31 20% 549 541 533 525 517 509 501 493 486 478 471 464
MT East Subtotal 3,185 3,136 3,088 3,041 2,994 2948 2903 2,859 2815 2,772 2,729 2,688
MT West Existing (Jan
2008) 725 714 703 692 682 671 661 651 641 631 621 612
Total Flow 3910 3,850 3,791 3,733 3676 3619 3,564 3509 3,456 3,403 3,351 3,299
Avg. GPM 2008 3,597
A-Ft per year -
2008 5,755
MONTANA WATER
BALANCE (GPM)
Untreated Capacity to the
River 2,500 25500 2,375 2375 2375 2375 1,600 1,600 1,600 1,600 2,500 2,500
EMIT 15 700 700 700 700 700 700 700 700 700 700 700 700
EMIT 19 730 730 730 730 730 730 730 730 730 730 730 730
Spring Ck Mine 120 120 120 120 120 175 370 370 370 370 250 120
Decker Mine 85 85 85 85 85 85 85 85 85 85 85 85
Total Capacity 4,135 4,135 4,010 4,010 4,010 4,065 3,485 3,485 3,485 3,485 4,265 4,135
Total Flow 3910 3850 3,791 3,733 3676 3,619 3,564 3509 3,456 3,403 3,351 3,299
Difference 225 285 219 277 334 446 (79) (24) 29 82 914 836
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The water balance forecasts produced water volumes through 2010 and includes all
existing production east and west of the Tongue River, existing Decker Mine East
production, future development of 21 federal Coal Creek POD wells, future
development of 24 federal Deer Creek North Amended POD wells, future
development the 17 state and fee wells as proposed in this Corral Creek POD, and
future development of 31 Coal Creek federal Amended POD wells. It does not
include the 8 federal wells in Amended Badger Hills POD, 13 federal wells in Decker
Mine East POD, 33 federal wells in Deer Creek North POD, or 6 federal wells in this
proposed Corral Creek POD.

Treated discharge volumes through 2010 assume approximately 1430 gallons per
minute, leaving approximately 270 gpm of treated capacity available. Also, roughly
2.5 to 5% of produced water would be utilized internally by Fidelity for well drilling
and completion, facility construction, dust suppression, and related activities. This
water management component is not included in the water balance forecast.

Several capacity deficits are identified within forecast and include:
= July through October of 2009 with deficits ranging from 89 to 201 gpm
= July through August of 2010 with deficits of 79 gpm and 24 gpm, respectively.

Fidelity would be able to manage these deficits by reducing produced water flows
from select wells and project areas, and/or utilizing the remaining treated discharge
capacity (approximately 270 gpm) available under MPDES Permit MT0030724.

Cumulative Impacts: The two principal constituents of CBNG water that present the
greatest concern are SAR and salinity (Horpestad & Skaar, 2001). Depending on
the relative amounts of these two constituents and the makeup of the soil, direct
discharge of CBNG water onto the surface could result in deterioration of soil
hydraulic characteristics and decrease of crop production as the energy that the
crops need to extract the water from the soil increases. Thresholds for SAR and
salinity have not become standard, as the affects are very site specific. However,
the MPDES permits have water quality standards that must be adhered to. The
Corral Creek POD water management plan incorporates water treatment prior to
discharge in addition to untreated water discharge. No water discharge would occur
on the state section. Discharge to waters of the state is regulated by MDEQ. Other
beneficial use is at the discretion of the landowners and subject to any applicable
regulations. Additional information regarding the cumulative impacts can be found
in the MT FEIS and the Corral Creek POD EA completed by MBOGC.

4.3.4 Predicted Effects on Lands and Realty (Issue #4)

4.3.4.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: There would be no direct or indirect impacts to lands and realty
as a result of state activity under this alternative. The existing surface grazing lease
would not be impacted and there would be no effects to the available grazing land.
Grazing patterns would not change. The state would still receive its share of
royalties for gas production due to communitization agreements with federal and fee
mineral owners based on MBOGC established 160 acre spacing for CX field.
Cumulative: Under this alternative, no cumulative impacts would occur as a result of
state activities.

4.3.4.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: Under this alternative, the existing surface grazing lease and oil
and gas leases would remain in effect. Total lands available for grazing purposes
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would be reduced by approximately 15 acres during the construction phase.
However, this would be short term. After the wells have been completed and the
temporary disturbance reclaimed, the total area unavailable for grazing would be
approximately 10 acres.

Cumulative: Under this alternative, no cumulative impacts would occur to the lands
and realty as a result of state activity. The increase in produced water could serve
as a beneficial use to our surface lessee. If such beneficial use was proposed for the
state tracts, that proposal would have to be reviewed and approved by the
Department.

4.3.5 Predicted Effects on Soils (Issue #5)

4.3.5.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: Under this alternative, no coal bed natural gas development
would occur on state lands. As a result, no impacts to soils would occur. The
existing surface grazing lease would remain in effect which would allow for the
continuing harvest of vegetation on state lands. The proposed route through the
state tract would have to be revised to a location that does not impact state lands.
Cumulative: Under this alternative, no cumulative impacts would occur as a result of
state activities.

4.3.5.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: Under this alternative, the project area would be developed as
proposed in the POD. Eight separate well pads would be constructed for the
purpose of drilling eight coal bed natural gas wells. It is estimated that each pad site
would disturb approximately one acre for vehicle activity, temporary storage of
equipment and drilling and completion. Topsoil would be moved and stockpiled prior
to pad construction. A 15’ by 15’ pit would be constructed on each well pad to
contain drilling fluids. Upon completion of the well, the fluids will be evaporated or
removed and the pit reclaimed. The surface facilities would be enclosed by an
insulated, fiberglass cover approximately 5’x5’x4’ and a pump panel enclosed in a
three-rail welded fence panel (approximately 16'x12’). The area within the panels
would be graveled and the rest would be reclaimed according to the Coal Bed
Natural Gas Operating and Reclamation Requirements located in Appendix A of this
report. Less than 4 acre total would be disturbed for all eight state well pads.

Drilling and completion of the wells under Alternative B may cause minimal
compaction, erosion, and soil quality degradation. Topsoil removal reduces the soil
quality on the wellsites. The longer the soil remains exposed to the atmosphere and
adverse weather conditions, the more likely erosion would occur (Muckel, 2004).
Some of the soils present on the state tracts have moderate to extreme erosion
hazards. The erosion rate is increased when accompanied by high winds and rain
periods. The following mitigation measures would be enforced to minimize soil
damage and erosion:
= Construction would be restricted to dry or frozen conditions
= Excavation of the well pad would be done immediately before construction
instead of exposing the soil for long durations
» The disturbed soils would be covered with vegetation or mulch as soon as
possible
= Roads and pads would not be constructed in or near drainages
= Other requirements are outlined in Appendix A.
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In addition to the eight well pads, a two track trail would run from the south of section
36 to the state well location in the NESE of Section 25. Three two track trails would
be constructed off this main two track to access other wells in section 36. In
addition, a two track trail would be used to access the state water resources well in
thee NENW of Section 2. The water, gas, and underground power lines would be
installed in a common corridor to reduce the potential for erosion, compaction, and
soil quality deterioration. In all cases, the utility corridors would lie along the two
track trails and existing roads. Total new land disturbance during the construction
phase for the two track trails would be approximately 10.47 acres. In general,
vehicle travel could compact the soil. Depending on the amount of compaction,
infiltration could be decreased and the potential for runoff and erosion could
increase. Compaction potential is increased in wet conditions. The following
mitigation measures would be enforced:

= Vehicle travel restricted to dry or frozen conditions

= Vehicle travel limited to approved routes only
Additional mitigation measures can be found in the Coal Bed Natural Gas Field
Operating and Reclamation Requirement in Appendix A of this report.
Cumulative: State and local laws and the Clean Water Act require erosion and
sediment control plans be developed prior to construction. Montana Department of
Environmental Quality has the regulatory authority over water quality issues and they
would address specific issues when necessary.

4.3.6 Predicted Effects on Vegetation (Issue #6)

4.3.6.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: No direct or indirect effects on vegetation would occur to state
land as a result of this alternative.
Cumulative: No cumulative impacts to vegetation would occur as a result of state
activities under this alternative.

4.3.6.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: Well pad construction, road construction, and infrastructure
would require that the vegetation and topsoil be removed on approximately 15 acres
of state lands. This would temporarily reduce the amount of vegetation available to
livestock and wildlife. The impacts to vegetation from vehicle travel would include
plant growth restriction due to soil compaction and the increased potential for
introduction of noxious weeds to the surface. In addition, the well pad disturbance
would remove vegetation temporarily until reseeding is complete. However, some of
the total disturbance would be short term and reclaimed upon completion of the
construction phase.
Cumulative: A reduction in the vegetation amount and quality would reduce the
number of acres of land available for grazing. However, some disturbance is short
term and minimal.

4.3.7 Predicted Effects on Wildlife (Issue #7)

4.3.7.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: No direct or indirect impacts would occur as a result of state
activities under this alternative.
Cumulative: There would be no cumulative impacts as a result of state activity under
this alternative. Fee minerals would be developed in the remainder of the POD area.
Federal minerals could also be developed. The cumulative impacts for the project
area are discussed and analyzed in the BOGC EA for the Corral Creek POD.

4.3.7.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
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4.3.7.2.1 Raptors
Direct and Indirect: During the wildlife survey, four raptor nests were located
within the project area and four additional nests were found within the one mile
buffer of the project area. The State 21M/C/W-0290 well location and access
road are within the %4 mile buffer of the Red tailed hawk nest in NENW of Section
2. In order to mitigate impacts to the nest, the following stipulations would be
enforced:

»= The State 21M/C/W-0290 well location must be relocated outside the V4
mile buffer of the Red tailed hawk nest or the well cannot be drilled as
long as the nest remains active.

» No Surface Occupancy (NSO) from March 1 through August 1 within 2
mile of the red tailed hawk nest. This means all surface disturbances
within the 2 mile buffer must be completed outside of the timing
restrictions.

= All above ground power electrical poles and lines would be raptor proofed
to avoid electrocution following the criteria outlined in the Avian Power
Line Interaction Committee (APLIC) (1994) and APLIC (1996). One
approved above ground pole would be located on state land. All other
powerlines would be buried.

No other state wells in the project area are within the one mile buffer of
any raptor nest.

Cumulative: The cumulative impacts to raptors from the development of the
project area may include direct habitat loss and displacement due to
infrastructure and human disturbance. However, due to remote monitoring and
stipulations, the impacts would be minimal and short lived.

4.3.7.2.2 Prairie Dogs
Direct and Indirect: Two prairie dog towns were identified in the project area.
The largest is 144.4 acres and includes parts of Section 36 and Section 1. There
is an existing test well on the edge of the dog town. The proposed actions
include a two track trail and utility corridor running through the prairie dog town.
Impacts to the prairie dog town would be minimal. No additional well pads would
be located within the boundary of the prairie dog town.
Cumulative: No cumulative impacts to the prairie dog towns within and adjacent
to this project would occur. More detailed information on cumulative impacts to
prairie dog towns can be found in the Programmatic EIS.

4.3.7.2.3 Mountain Plover
Direct and Indirect: No potential mountain plover habitat was identified in or
within %2 mile of the project boundary. Although two prairie dog colonies occur
within the POD, the area was determined to be unsuitable for mountain plover
due to matted grass, closely spaced plants, lack of bare ground, presence of
killdeer, and proximity to a large body of open water. Therefore, there would not
be any significant impact to mountain plover as a result of this proposal.
Cumulative: No cumulative impacts will occur as a result of this proposal. This
areas was determined to be unsuitable for mountain plover.

4.3.7.2.4 Greater Sage Grouse and Sharp Tailed Grouse
Direct and Indirect: The most common impacts to sage grouse and sharp tailed
grouse due to CBNG development are human disturbance and habitat alteration.
One sharp tailed grouse lek lies within the two mile buffer of the project area.
This location is approximately 2 2 miles from any proposed development on the
state tracts within the POD. The impact to grouse would be minimal as a result
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of state activities. The following mitigation measure would be enforced, if
necessary, to minimize the impacts to sharptail and sage grouse leks:

= A No Surface Occupancy (NSO) within 4 mile of the known leks

* A No Surface Occupancy (NSO) between March 1 and June 15 in grouse

nesting habitat within 2 miles of a known lek.

Cumulative: Increase activity in the vicinity of sage grouse leks and sharp tailed
grouse leks may affect this species through human disturbance and habitat
alteration.

4.3.7.2.5 Big Game
Direct and Indirect: Mule deer, elk, and antelope may be impacted by habitat
fragmentation, habitat disturbance, and human disturbance. The state tracts do
not lie within crucial winter range habitat. The impacts to big game would be
short term while well drilling and infrastructure construction is occurring. The loss
of vegetation as a result of construction operations could also impact
populations. As the production phase is implemented and restoration of the
disturbed well sites is complete, deer would likely return to the area.
Cumulative: Disturbance by activity and construction activities is short term for
big game and the populations would be effected only temporarily. It is
anticipated that populations would return to the area in the production phase of
this project.

4.3.7.2.6 West Nile Virus
There is a potential to increase mosquitoes habitat with this alternative through
the discharge of water into the Tongue River. As a result, cases of West Nile
Virus could increase. However, many other factors could also affect the spread
of disease, such as the nearness of the Tongue River Reservoir, irrigation
adjacent to the Tongue River, natural wetlands, stock water impoundments, and
environmental influences. In the event that state and/or county health and
human service and/or public pest management agencies indicate that mosquito
control is needed, TLMD would require Fidelity to take adequate control
measures.

4.3.8 Predicted Effects on Social and Economic Factors (Issue #8)

4.3.8.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: Under this alternative, state minerals would not be developed.
As a result, economic contribution to the school trust and WRD would be limited to
the current lease rentals and royalties generated pursuant to communitization
agreements that will be executed based on MBOGC established 160 acre spacing
for CX field. This would have a direct effect upon the TLMD'’s fiduciary obligation to
generate revenue for the beneficiaries of the school trust fund. Development would
continue around the state tracts, allowing drainage of state minerals. This would
reduce or eliminate the potential for development of state minerals in the future.
Cumulative: There would still be an increase in state and local taxes due to coal be
natural gas development from the fee minerals. The state would receive some
royalties based on communitization agreement for several of the tracts within the
project area. There would be little difference in employment opportunities between
the two alternatives.

4.3.8.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: Under this alternative, eight wells would be drilled on the state
tracts. This would positively impact local and state tax revenue. The state school
trust would receive royalty revenue equivalent to 12.5% of the gross value of the
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produced natural gas from the common schools tract in section 36 and 16.67% of the
gross value from the common schools tract in section 25. Water Resources Division
would receive 12.5% of the gross value of the natural gas produced from their tracts
in Section 25, tracts in the east half of section 2 and tracts in section 1 due to 160
acre spacing established by MBOGC. In addition, WRD would receive 16.67% of the
gross value of the natural gas produced from their tract in the west half of section 2.
Based upon performance of wells in the CX field, which is southeast of this project,
this would generate over $2 million to the Common School Trust over the life of the
project and over $170,000 for Water Resources Division.
Cumulative: There would be an increase in the state and local taxes due to coal bed
natural gas development of state and fee minerals. The increase in production
would create a minimal increase in the number of jobs relating to the activity.
4.3.9 Predicted Effects on Noise (Issue #9)
4.3.9.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: There would be no direct or indirect impacts on noise as a result
of state activities within this project area.
Cumulative: There would be no cumulative impacts as a result of state activity under
this alternative. Fee minerals would be developed in the remainder of the POD area.
Federal minerals could also be developed. The cumulative impacts for the project
area are discussed and analyzed in the BOGC EA for the Corral Creek POD.
4.3.9.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: Exposure to increased noise levels as a result of drilling
the wells on the state tracts would be short term and minimal. Water well
type drilling rigs are used to drill the wells. They are smaller and have
smaller engines than conventional oil or gas drilling rigs. In addition, CBNG
rigs generally operate during daylight hours only. No compressors have been
proposed on the state tracts within the project area.
Cumulative: There would be a short term increase in noise levels in the
project area as a result of drilling the wells. Two new compressors are
proposed in this POD, both own which would be less than 50 decibels
measured at a distance of 4 mile as required in the Programmatic EIS.
However, there would be no cumulative impacts to noise levels as a result of
state activities.
4.3.10 Predicted Effects on Aesthetics (Issue #10)
4.3.10.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: There would be no direct or indirect impacts as a result of
state activities in the project area.
Cumulative: There would be no cumulative impacts as a result of state activity under
this alternative. Fee minerals would be developed in the remainder of the POD area.
Federal minerals could also be developed. The cumulative impacts for the project
area are discussed and analyzed in the BOGC EA for the Corral Creek POD and the
Programmatic EIS.
4.3.10.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: The wells on the state tracts within this project area
would be located in valleys and draws that are not immediately visible from
adjacent lands. Visual impacts such as color contrasts from facilities and
exposed soil would be reduced through use of standard environmental colors,
minimizing surface disturbance, and reclaiming disturbed areas with
vegetative species native to the area.
Cumulative: There would be an increase in development of lands as a result
of fee and federal development. This development could impact the
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aesthetics in the area but due to the limited accessibility of the tracts within
this POD, the impacts would be minimal.

4.3.11 Predicted Effects on Recreation (Issue #11)
4.3.11.1 Alternative A: No Coal Bed Natural Gas Development (No Action)
Direct and Indirect: There would be no direct or indirect impacts as a result of
state activities in the project area.
Cumulative: There would be no cumulative impacts as a result of state activity under
this alternative. Fee minerals would be developed in the remainder of the POD area.
Federal minerals could also be developed. The cumulative impacts for the project
area are discussed and analyzed in the BOGC EA for the Corral Creek POD and the
Programmatic EIS.
4.3.11.2 Alternative B: Coal Bed Natural Gas Development (Proposed Action)
Direct and Indirect: Construction of roads, well pads, and facilities in the
project area could detract from the quality of the Tongue River Reservoir
recreational area. The drilling and completing of the wells on the state tract
could temporarily displace wildlife that utilizes the areas, but any impact
would be short term. Public access to the development area is limited, so
impacts to the recreational opportunities on the state tract would be minimal.
Public viewing of the activities would be possible during the drilling and
construction phase of the project from the reservoir or adjacent lands.
Cumulative: There would be no cumulative impacts to recreation as a result
of state activities. Additional information about recreation impacts can be
found in Chapter 4 of the Programmatic EIS.
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CHAPTER 5
AGENCY CONSULTATION AND PUBLIC COMMENT

The following agencies were consulted throughout the development of this Environmental
Assessment:

Fidelity Exploration and Production

Montana Fish, Wildlife, and Parks

Bureau of Land Management — Miles City, MT Office
Montana Board of Oil and Gas

Western Land Services

ALL Consulting

Public comment has been solicited via press release, website posting, and mail out to interested
parties.

Prepared by: Bobbi Jo Coughlin, Petroleum Engineer, Minerals Management Bureau

/s/

October 3, 2008

Approved by: Monte Mason, Chief, Minerals Management Bureau

/s/

November 5, 2008
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PUBLIC COMMENT

News releases appeared in the Big Horn County Newspaper as well as the Helena Independent
record indicating the availability of the draft Corral Creek project EA. A link to the draft EA was
also placed on our website. The comment period closed on November 3, 2008.

A copy of each of the comments has been placed in this chapter along with responses specific

to the issues addressed in the comments. Each issue has been assigned a number that
corresponds to the specific response found at the end of this chapter.
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Page 1 of 1

Mason, Monte

From: John Lane [jalane@rangeweb.net]

Sent:  Thursday, October 23, 2008 9:50 PM

To: Mason, Monte

Subject: Re: The Corral Creek development by Fidelity

Dear Mr. Mason,

| am the only practicing pharmacist in Broadus, MT. | have been following the CBM discussion

quite closely and from what | have seen | really like CBM production as it is very low &
impact. | am in support of the Corral Creek development by Fidelity. In general, there is very little  \__
industry to support the little communities of eastern MT. Our schools are in great need of more tax

base and if there were more energy development our young people would have jobs that would

allow them to stay here. Not to mention, by bringing more energy sources on-line we are

preventing energy price inflation which is a help to us all. Thank you for considering my opionion.

Respectfully,
John L. Lane
Broadus, MT

E-mail message checked by Spyware Doctor (5.5.1.322)
Database version: 5.10970e '
http:/ /www.pctools.com /spyware-doctor/
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Mason, Monte

From: Boo Crane [sassboo1@rangeweb.net]

Sent:  Monday, October 27, 2008 3:48 PM

To: Mason, Monte

Subject: EA for Corral Creek POD on eight wells on state land

To: Department of Natural Resources and Conservation
Trust Land Management Division

Subject: Environmental Assessment of the Corral Creek POD,
Comments

Date: 27 October 2008
Dear Board Members,

Please add our positive comments to your findings of 'No
Significant Impact' to Corral Creek POD. @

N

I/We believe that the water from this development will serve
the community and state for the benifit of all.

Thank you for addressing the area of 'land disturbance' as this
is very important to us.

Above all is the positive social and economic impact to all in
Southeast Montana.

These developed resources will have a positive impact on our
future. We need to develope these resources while they are
valuable and the country needs them thus helping the citizens of
Southeast Montana.

I/WE know the responsible exploration and production of our
resources will lead to a better way of living for those who for so
long have strugggled and continue to struggle to keep their family
hertiage.

Thank Your for your efforts. 5

10/28/2008



Page 2 of 2

Sincerly,

Bernard J. 'Boo' Crane, Vice President
Citizen for Resource Development ( CFRD )
Box 631

Broadus, Montana 59317

406.436.2708
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MONTANA PETROLEUM ASSOCIATION

October 29, 2008

Monte Mason

Department of Natural Resources and Conservation
Trust Land Management Division

P.O. Box 201601

Helena, Montana 59620-1601

Dear Mr. Mason:

The Montana Petroleum Association wishes to go on record as supporting the
proposal to develop coal bed natural gas on the Corral Creek Plan of
Development. We concur with the finding of no significant impact issued by _
the Montana Board of Oil and Gas Conservation. ( D

Fidelity Exploration and Production is the only operator with significant CBNG
production in the State and they have demonstrated on the ground that they
are responsible developers of mineral resources. My experience with Fidelity
E &P tells me that they are committed to developing Montana’s resources in a
manner that reduces the impacts energy development as much as
practicable. They have shown their commitment to working with State
agencies to find solutions which can be demonstrated by their involvement in
the Tongue River information Project sponsored by the MBOGC. Further,
Fidelity E & P is a leader in using the best industry practices to prevent harm
to wildlife and surface resources.

As you know, royalty revenue generated on State Lands goes into the School
Trust Account. MPA is a strong believer in supporting education in Montana
and State mineral revenues area an important piece of Montana’s education /
funding system. B

Thank you for the opportunity to comment, and we look forward to approval of
the Corral Creek Project.

Best Regards:
S AD ST

David A. Galt
Executive Director
Montana Petroleum Association

25 Neill Avenue, Suite 202
PO Box 1186, Helena, MT 59624
406-442-7582 & 406-4429582 fax ¢ mpa@mcn.net
www.montanapetroleum.org



October 27, 2008

Monte Mason

Department of Natural Resources and Conservation
Trust Land Management Division

P.0O. Box 201601

Helena, MT 59620-1601

Dear Mr. Mason:

Thank you for the opportunity to comment on the environmental assessment prepared for
the proposed plan of development known as the Coral Creek POD. I do not object to the
development of the 23 coal bed natural gas wells. However, if I understand your
introduction with the approval of these 23 additional wells, there will be the following
number of coal bed methane wells in this vicinity as follows:

702 wells currently producing

163 wells approved wells waiting drilling and completion
17 wells approved by Notice of Decision on July 14, 2008

23 wells waiting Decision by this proposed action

905 total wells

Based on the continuing expansion and large development of the coal bed methane wells
and resulting environmental impacts, it is my perspective that your environmental
assessment is far too limited in its scope. Your assessment focuses on the state owned
trust lands but does not address the contributing impacts of the “accumulative” wells (as
noted above) which are producing in the area; the primary issues of concern are:

Social and economic: page 18. You address only positive affects of the revenue
generated to the state. Yet you completely ignore the long term loss of potential
production to crop and pasture lands negatively impacted by the additional saline
water and chemicals discharged into the Tongue River and its downstream
tributaries. On page 25 you quickly gloss over the cumulative impact. You only
imply that the saline water discharge of these coal bed methane gas wells “could’
result in deterioration of soil hydraulic characteristics and decrease crop
production. This deterioration to the crop land will occur after an extended period
of time by having the irrigation water with high salt concentrations applied to the
land. Well, what social/economic impact will it be to not only the farmers and
ranchers but the society who use the invaluable products produced by the
agriculture industry plus also those businesses that provide services to the
agriculture industry?

It is recommended that you define the long-term social economic loss as well as
the short-term economic gain. From my perspective, in this day and age and
based on past history, it is absolutely unwise to allow saline water and other
chemicals to be discharged into fresh water tributaries. Why not require that all

Coal Cregbcomments
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produced saline water be treated by osmosis technology, retention ponds or be re-
injected into appropriate underground salt water injection wells? You
acknowledge that you don’t know the long-term adverse impacts to crop and
pasture lands. Thus needlessly adding saline water to fresh water tributaries is
unwise. To merely put your trust in a couple testing sites is not prudent. (Would
you allow water with a 9.0 ph salinity be mixed with your municipal water to be
applied on your garden or lawn?)

The second issue is fisheries. The environmental assessment (Issue 7) only
addresses upland wildlife. Not one iota is given to the concern and affect that
long-term discharge of salt water will have on fisheries. (Can you imagine the
uproar you would have if you discharged salt water with a ph of 9.0 into the
Gallatin or Madison Rivers?) Potential adverse impacts to fisheries must be
thoroughly evaluated. As expressed above what other elements/chemicals besides
salt are produced with the coal bed methane gas?

Other general comments follows and are taken chronologically from the
assessment:

e Page 4, 1.6.1.2 Hydrology. The first sentence states that water is produced
from the coal seam during the initial production. Define.initial. Is this a
factual statement?

e Page 6, 2.2.1.4 Reasonably Foreseeable Relevant Actions Not Part of the
Proposed Action. Please expand on this by giving a forecast of how many
more coal bed gas wells are anticipated, and if one may expect that
permitting of the wells, including water disposal, will follow the same
process outlined in the existing environmental assessment.

e Page9,2.3.2. In addition to the dollar figure, I suggest you add the
anticipated production output as the dollar figure can fluctuate per market
value of the produced gas.

o Page 9, 2.3.3 Hydrology. As elaborated upon in the first part of these
comments, I believe it unwise to discharge saline water (untreated) into
fresh water tributaries, especially when technology is currently available
to prevent this adverse action. Why not require that the best management
long-term practices available be utilized?

e Page 10, 2.3.3 Social and Economic. As noted above this section does not
properly address long-term impacts on crop/pasture production and
fisheries.

e Page 13, Please explain how and who decided that effluent ph remain
between 6.5 and 9.0. It is my opinion that the ph and specific condition of
any discharged water should not be greater than the ph of the fresh water
down stream tributaries.

e Page 13, second to the last paragraph. Rather than just “suggest” that the
Tongue River and Decker mine operation extort some hydraulic control, I
suggest the State of Montana as the approving official define these

Coal Creek comments
Pa of 3

e

)

-

o

)



minimum hydraulic controls on the ground water conditions within the
upper coal limits.

e Page 18, 3.2.8 Social and Economic. Again you have completely ignored
analysis of the adverse the accumulative affect of having salt water m
discharged into fresh water tributaries will eventually have toward \\\_73/1
destroying the production capabilities of crop and pasture lands plus the ‘
fisheries resources.

That concludes my comments. I ask that you give them the due consideration that they
deserve. Obviously I am concerned that you are not requiring coal bed methane gas
producing companies to use the wisest and best management practices.

Sincerely,

o ‘s /

John J. Haas
4171 Rangeview Drive
Billings, MT 59106
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P. 0. Box 200701
Helena, MT 59620-0701
406-444-3186
FAX:406-444-4952
Ref:D0O502-08

October 23, 2008

Monte Mason

Department of Natural Resources and Conservation
Trust Land Management Division

P.O. Box 201601

Helena, MT 59620-1601

Dear Mr. Mason:

The purpose of this letter is to provide comments on the Environmental Assessment for the
Corral Creek Plan of Development in Sections 25 and 36, Township 8 South, Range 40 East, and
Sections 1 and 2, Township 9 South, Range 40 East in Bighorn County, Montana.

Montana Fish, Wildlife, & Parks (FWP) staff worked with DNRC and BLM staff during the
preparation of the Corral Creek EA. Overall FWP is satisfied with the final product. FWP hopes
to continue to work with the DNRC to minimize the potential disturbance to the view shed and
the quality of recreational opportunities at the Tongue River Reservoir State Park.

Furthermore, it should be recognized that a water well mitigation agreement at the park has not
been finalized. The water demand at the park posses some new complexities because on busy
weekends our use and needs are greater than your average domestic water well. FWP is currently
working with the operator, Fidelity, on this agreement, but no final agreement has been met.
FWP suggests that the final approval of the EA would be postponed until an agreement has been
met or there are assurances that our needs water needs will be met. FWP is scheduled to meet
with representatives from Fidelity on November 6.

Thank you for the opportunity to comment on the Corral Creek EA.

Sincerely,

“
A

Director
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Mason, Monte

From: Allen & Associates [allenassociates@qwestoffice.net]
Sent:  Friday, October 31, 2008 9:59 AM

To: Mason, Monte

Subject: Corral Creek Project Comments

October 31, 2008

Monte Mason

Department of Natural Resources and Conservation
Trust Land Management Division

P.O. Box 201601

Helena, MT 59620-1601

RE: Corral Creek Project

The Western Environmental Trade Association (WETA)-offers the following comments on the draft EA for
the Corral Creek Project proposed by Fidelity Exploration and Production Company and Supports
Alternative B, the Preferred Alternative.

WETA, organized in 1976, is a coalition of representatives of agriculture, labor, timber, mining, oil and gas,
business, manufacturing, utilities, recreation, transportation and 24 trade associations whose members have
an interest in promoting the responsible use and development of our natural resources, while protecting the

environment. @

In reviewing the EA, I believe all of the issues identified have been satisfactorily addressed and that it would
make sense from both an economic and an environmental perspective to develop the state tracts concurrently
with the federal and fee tracts. The surface disturbance would be minimized as well as impacts on wildlife.
The potential $2.77 million that would go to the state school trust from development of the state tracts in the
Corral Creek POD would provide important additional funding for Montana's schools. The potential $1.5
million that would go to DNRC's Water Resources Division could be used to help DNRC carry out its
responsibilities. The water that will be produced as part of the development of the Corral Creek POD will be
used in a variety of ways. Some will be used by Spring Creek Mine and Decker Mine for industrial uses;
some to ranches to water livestock; some will be used by Fidelity in their development activities; most will
be discharged info the Tongue river in compliance with existing MDES permits.

Air quality and protection of the land, as well as all other environmental issues, have been adequately
addressed in the mitigation measures required.

The United States is currently undergoing some difficult economic times, while at the same time seeking to
become energy independent. Natural gas is an important part of the energy mix we need to break away from
the oil producing countries, many of whom do not like us.

We urge the Department to give a green light to the Corral Creek Project by adopting Alternative B.

Thank you for the opportunity to comment.

Sincerely,
Don Allen, Executive Director
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Mason, Monte

From: Ken Kerns [doublerafter@gmail.com]
Sent: Sunday, November 02, 2008 1:08 PM
To: Mason, Monte

Cc: Ken Kerns

Subject: EA Corral Creek

Comments:
REFERENCE: Environmental Assessment, Corral Creek Coal Bed Natural Gas Project

Monte Mason
Department of Natural Resources and Conservation

Mr. Mason:
I recently finished reading and comprehending the Environmental Assessment on the Corral Creek Coal-Bed
Methane Development, proposed by Fidelity Exploration and Production Company.

(5
3
This is a very thorough and complete assessment and [ urge the acceptance of the preferred alternative, -
Alternative B: Coal Bed Natural Gas Development on State Lands. There is no reason this development

should not occur.

[ am, and have been a taxpayer of real property in Montana for the past 40 years. I have a son whose
residence is in Montana, grand children and great grandchildren who are also residents of the Treasure
State. The revenues collected from the proposed development are so very essential to basic public
services provided by Big Horn County and the State of Montana, with a significant portion of those
collections benefiting education .

[ strongly recommend the acceptance of Alternative B, as defined within the Corral Creek Environmental
Assessment,

Thank you for consideration these comments.

Ken Kerns
Double Rafter Ranch
Parkman, WY 82838

Ranch: 307.655.2427
Cell:  307.752.2303

doublerafter@gmail.com
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Coalbed INFORM
thuraIGas COMMUNICATE
Alliance EDUCATE

307.864.2355 209 West Main Street Monica Deromedi
www.cbnga.com Kirby, WY 82430 Director

October 31, 2008

Monte Mason

Department of Natural Resources and Conservation
Trust Land Management Division

P.O. Box 201601

Helena, Montana 50620-1601

nmason@mt.gov

Attention: Environmental Assessment, Fidelity Exploration and Production Company Corral Creek Plan of Development.

Dear Mr. Mason: (ﬁ)
e

The Coalbed Natural Gas Alliance (CBNGA) is pleased to offer these comments on the Environmental Assessment for

Fidelity Exploration and Production Company’s Corral Creek Plan of Development. The Notice makes available public
review and comment for the draft environmental assessment prepared by the Montana Department of Natural Resources
(DNRC), Trust Land Management Division.

CBNGA is a non-profit organization that informs, communicates and educates the public about CBNG development,
primarily in the Powder River Basin of Wyoming and Montana. The Coalbed Natural Gas Alliance is an organization of
about 600 energy providers, businesses, ranchers, farmers and individuals in Montana and Wyoming who support
responsible energy development.

Formed in 2001 as a cooperative effort to bring together the many parties involved in natural gas development, the
objective of the Alliance is to grow the economy of the region through responsible development of coalbed natural gas
while maintaining the region's values and sense of place. One way we do this is by providing accurate information and
education about coalbed natural gas development in the region. Operating companies, mineral right owners, interested
individuals and those calling the land home have all come together and worked collaboratively towards this common goal.

The Powder River Basin is evidence that CBNG development can coexist with agricultural operations and with
communities. The majority of landowners believe in responsible development. Moreover, in Wyoming, the state economy
has skyrocketed as a direct result of CBNG development, and Montana’s economy has the ability to become more robust
in these increasingly difficult economic times. The existing regulatory regime suggested by Fidelity Exploration
Company, is more than adequate to protect the environment. Moreover, the Montana Board of Oil and Gas Conservation
(MBOCC) also completed an Environmental Assessment on the Corral Creek POD and recently signed a Finding of No
Significant Impact and Notice of Decision.

Powder River Basin water characteristics are unique across the Basin and the Montana Department of Environmental
Quality (MDEQ) has a robust program in place to correctly administer Fidelity Exploration Company’s discharges into
the Tongue River. The MDEQ program ensures ALL water quality received in the Tongue River meets state and federal
Water Quality Standards.

Fueling our Economy, 4%ducation & America



Additionally, past years have shown that only a miniscule amount (approximately less than 1 percent) of the total
produced water makes up the total flow of the Tongue River. Fidelity works with local ranchers to improve agricultural
operations in the area with produced water, as well. Certain projects like livestock watering will drastically improve
agricultural operations in the area. Produced water allows cattle to have warm water in the winter and allows ranchers to
distribute water across the pasture so it becomes utilized to the fullest extent. Livestock no longer have to walk long
distances for water and weights increase because of the availability of this clean, produced water.

Livestock not only benefits, but wildlife populations increase when open water becomes more available than before —
meaning habitats can be restored. Fidelity Exploration and Production Company also has a No Surface Occupancy Policy,
which is strictly enforced once the development is underway. This Policy is intended to proactively maintain habitat in the
area. Raptor-proof power lines will be used, all wells will be located at least .25 miles away to protect the red-tailed hawk,
and fencing will be mandatory at all reserve pits. Additionally, by developing state, fee and federal land together, minimal
impacts to wildlife and habitat will be seen (much more so than if each project was to be developed independently).
Moreover, surface disturbance will be minimized ~ meaning the environmental footprint will be reduced. Examples of
minimal surface disturbance includes: enforcing speed limits on unpaved roads, installing remote monitoring equipment,
restricting construction to dry or frozen conditions, preventing and controlling noxious weeds, constructing roads and pads
away from drainages and properly caring for disturbed soils.

DNRC should give consideration to the loss of reserves potentially resulting if this project is denied. By developing the
state, fee and federal land in tandem, nearly 3 million dollars could be given to the state school trust fund! Royalties to the
state could increase as well. Currently, Fidelity Exploration and Production Company generated over 4.5 billion dollars to
the state of Montana in royalty revenues. The majority of this money goes to education, improving roads and improving
the quality of life of Montanans.

Fidelity Exploration and Production Company is viewed as an exceptional company in many ways. They have developed
excellent working relationships with stakeholders — from landowners to state and federal agency personnel. Their strong
company values aim to develop the cleanest burning fossil fuel, natural gas, with the lightest footprint possible. There
efforts shine in the Powder River Basin. Just as farmers work to provide food for our country, Fidelity Exploration and
Production Company works to harvest a domestic source of energy that our nation is starving for.

The Alliance has been actively involved in all aspects of CBNG development. The Alliance serves as a bridge between
landowners and industry and directly works with hundreds of landowners and operators across the Basin. Because of our
‘kitchen-table’ relationships with the very people who have coalbed natural gas development on their land or who operate
on people’s lands; the Alliance has a personal and direct interest in commenting on the DNRC environmental assessment.

Thank you for the opportunity to comment,

Monica M. Deromedi
Director
Coalbed Natural Gas Alliance
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FIDELITY

Exploration & Production Gompany

November 3, 2008

Mr. Monte Mason

Department of Natural Resources and Conservation
Trust Land Management Division

P.O. Box 201601

Helena, Montana 59620-1601

Via Email: mmason@mt.gov

Re: Comments to the Corral Creek Plan of Development Environmental Assessment

Dear Mr. Mason:

Fidelity Exploration & Production Company (Fidelity) is the project proponent of the Corral Creek
Plan of Development (POD) and submits the following comments as an interested and affected
party to the Montana Department of Natural Resources and Conservation (DNRC) Trust Land
Management Division’s (TLMD) Corral Creek POD Environmental Assessment (EA).

Page 6, 2.2.1.4 Reasonably Foreseeable Relevant Actions Not Part of the Proposed Action
This section references Pinnacle Gas Resources’ PODs that are currently under or awaiting
MEPA review: Black Eagle Butte, Anderson Creek, and Otter Creek.

Comment: It is Fidelity's understanding that these PODs are several miles from the CX Field
and/or the Corral Creek POD.

Page 29, 4.3.7.2.6 West Nile Virus
“There is a potential to increase mosquitoes habitat with this alternative through the discharge of
water into the Tongue River. As a result, cases of West Nile Virus could increase.”

Comment: Fidelity's water management tools include direct discharge into Tongue River,
industrial use by local coal mines, and stock water, these applications do not create mosquito
habitat. Additionally, the water produced from the entire Corral Creek POD area will average less
than 1% of the total flow of Tongue River, so has little practical significance.

In the last sentence of this paragraph, Pinnacle is referenced rather than Fidelity. Fidelity notes
this error for reader convenience.

1700 Lincoln Street Suite — 2800, Denver, COIOA";anO 80203 » 303-893-3133 « Fax 303-893-1964



DNRC Trust Land Management Division
Comments on Corral Creek EA
November 3, 2008 Page 2 of 2

General Comments

Fidelity plans to develop the fee and federal tracts surrounding and adjacent to the state tracts.
If the state tracts are not developed at the same time as fee and federal tracts, the state risks
CBNG being drained by adjacent wells; this drainage could affect potential future development of
these state resources. Fidelity believes a timely Finding of No Significant Impact (FONSI) would
protect the state’s projected royalty revenue and the potential $2.77 million that would go to the
state school trust.

Natural gas development is a vital source of energy for the nation and plays an important role in
meeting our economic and environmental quality goals. Montana is rich in this resource and
must continue to foster responsible exploration and production to meet increasing demand for this
clean burning fuel. Fidelity’'s Corral Creek POD provides for the continued development of a
known producing area — the CX Field. Fidelity is committed to working with the DNRC and other
state and federal regulatory agencies as well as landowners to responsibly develop CBNG at all
of our projects including the Corral Creek POD area.

Fidelity appreciates the opportunity to comment on this EA and fully supports Alternative B: Coal
Bed Natural Gas Development on State Lands. If you have any questions regarding these
comments, please don't hesitate to contact me at 720-956-5722.

Sincerely,
FIDELITY EXPLORATION & PRODUCTION COMPANY

Rache! M. Green

Environmental Permitting Specialist

cc: Harvey Dunham (Fidelity — Denver)
Joe Icenogle (Fidelity — Denver)
Mike Keiler (Fidelity — Denver)
Robert Pierson (Fidelity — Sheridan)
Danny Powell (Fidelity —~ Sheridan)
‘Wayne Ransbottom (Fidelity — Sheridan)
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Attorneys at Law
Reynolds, Motl and Sherwood

A Professional Limited Liabifity Partnership

Linda M. Deola 401 North Last (hance Gulch
Brenda Lindlief Hall Helena, Montana 59607
Jonathan R, Motl (406) 442-3261
James B Reynolds Fax (406)443-7294
Frederrck F Sherwood wure. rmslaw: net
Deborak S, Smith

David &, W, Wilson, Jr.

TONGUE RIVER WATER USERS’ ASSOCIATION’S COMMENTS
ON ENVIRONMENTAL ASSESSMENT PREPARED FOR
FIDELITY EXPLORATION AND PRODUCTION COMPANY’S
CORRAL CREEK PLAN OF DEVELOPMENT

November 3, 2008

Monte Mason

Department of Natural Resources and Conservation

Trust Land Management Division

P.O. Box 201601

Helena, MT 59620-1601

mrmason{@mt.gov TRANSMITTED VIA EMAIL

Dear Mr. Mason:

Please accept the following as the Tongué River Water Users’ Associatior’s
formal comment on the Environmental Assessment prepared for Fidelity
Exploration and Production Company’s Corral Creek Plan of Development.

The Tongue River Water User’s Association (TRWUA) respectfully disagrees with
the Finding of No Significant Impact for this project. There will be significant
impacts from this project, and there will be significant cumulative impacts from
Fidelity’s pumping of groundwater and discharges of such water to the Tongue
-River. This project cannot be looked at in isolation from all of the other CBM
development in the area, and clearly cannot be viewed in a vacuum and isolated for

Fidelity’s other projects, especially where, as here, Fidelity is relying on its
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Montana Pollutant Discharge Elimination System (MPDES) permits to dispose of
a significant portion of the waste water it produces during CBM production.

It is TRWUA’s position that because the MPDES permits issued to Fidelity
do not include nondegradation review provisions, they are unlawful. It is further
TRWUA'’s position that Fidelity’s MPDES Permit No. MT0030457 is unlawful
for failure to incorporate the use of best available technology (BAT) as required by
the federal Clean Water Act. |

As you may know, on February 29, 2008, the U.S. Environmental Prdtection

Agency (EPA) sent Mr. Joseph W. Russell, Chairman of the Montana Board of
Environmental Review (BER), a letter formally approving Montana’s Water
Quality Standards that were promulgated by the Montana Board of Environmental .
Review on March 23, 2006. The BER’s March 2006 Rule amended “Montana’s
non&egradation requirements applicable to electrical conductivity (EC) and sodium
adsorption ratio (SAR) for the Tongue River, Povs‘/derl River, and Little Powder
River Basins. The revision to ARM 17.30.670(6) classifies EC and SAR as
“harmful” parameters for the purposes of making nonsignificance detenﬁir.lations
for high qual ity waters.” (EPA letter attached as Exhibit 1.) In approving
Montana’s revision to the nondegradatiog rule at A.R.M. 17.30.670(6), the EPA

recognized that:

[T]he Board has determined that EC and SAR are “harmful”
parameters for the purposes of making nonsignificance determinations
for high quality waters. There is evidence in the record that EC and
SAR may be harmful to plants and soils, and therefore harmful to
irrigated agriculture, the most sensitive designated use for these two
parameters in the Tongue River, Powder River and little Powder River
Basins. Indeed, the Board’s adoption of numeric water quality criteria

for EC and SAR in 2003, developed to protect irrigated agriculture, is
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an acknowledgement that these parameters may adversely affect
attainment of that use. Further Montana’s nondegradation
significance threshold applies to all other parameters for which the
Board has adopted numeric criteria. By establishing a nondegradation
significance threshold for EC and SAR, the Board’s action brings EC
and SAR in line with all other parameters for which Montana has
developed numeric criteria, and appropriately focuses future EC and
SAR nondegradation reviews on avoiding significant changes to water
quality on high quality waters.

(Ex. 1.) In conclusion, the EPA stated that the revision to Montana’s
nondegradation provision in A.R.M.} 17.30.670(6) is “consistent with the
requiremenfs of the Clean Water Act and EPA’s antidegradation provisions
(nondegradation in Montana) at 40 CFR Section 131.13, and the rule is
approved.” (Ex. 1.) |

Section 1.6.1.2 of the EA states that “[m]anagemeht of produced water
would consist of direct discharge of untreated water under an existing MPDES
permit, [and] treated water under an exisﬁng MPDES permit.” As noted in section
3.2.31 of the EA, the two MPDES permits referenced in the EA are permit
numbers MT0030457 and MT 0030724, the Fidelity MPDES permits that are
unlawful for failure to incorporate nondegradation review as required by the
federal Clean Water Act and the Montana Water Quality Act, and for failure to
require the use of BAT. Bécausé the EA and FONSI rely on the use of Fidelity’s
MPDES permits that did not require nondegradation review and therefore do not
insure that the high quality waters of the Tongue River will not be degraded,

TRWUA strongly disagrees that there will be no significant impacts from this
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project. As noted in the EPA letter to the BER, Montana’s nondegradation rule
promulgated in March of 2006 appropriately focuses EC and SAR nondegradation
reviews on avoiding significant changes to water quality on high quality waters.
And as tﬁe EPA also noted, there is evidence that EC and SAR are harmful to
plants, soils, and irrigated agriculture. As such, the FONSI is unsupported by the
facts.

Further, reliance oﬁ the Fidelity MPDES permits to support the FONSI is
discredited by the Departrﬁent of Environmental Quality’s September 16, 2008
enforcement action letter to Fidelity for violations of the terms and conditions of
MPDES Permit No. MT0030457, again, one of the permits relied on in the EA.
(9/16/08 letter to Fidelity attached as exhibit 2.) The attached letter indicates that
Fidelity’s “violations were caused by the presence of acute toxicity in the
effluent discharges and failure to submit a compliance plan that eliminates the
toxicity . ...” As detailed in the DEQ’s letter to Fidelity Exploration and
Production Company’s Dave Olsen, acute toxicity was measured in Fidelity’s
efﬂuént on 132 occasions between April 2006 through August 2008. (Ex. 1, p.
1.) Asthe DEQ letter to Fidelity also notes, Fidelity has failed to submit an
adequate compliance plan,” and further notes that “Fidelity may have to develop a
toxicity elimination or control plan that addresses the overall quality of the

wastewater; such as the installation of treatment . . . .” (Ex. 2, p. 2.)
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Because Fidelity has been out of compliarce with the terms and conditions
of MPDES permit no. MT0030457, reliance on Fidelity’s use of the permit in the
EA and to support the FONSI is misplaced. Acutely toxic effluent being
discharged to the Tongue River, which is classified as high quality, can hardly be
construed as nonsignificant. Such discharges will adversely affect TRWUA’s
member’s crops and soils, the water quality of the Tongue River and the Tongue
River Reservoir, and will adversely affect aquatic life. There is not mention in the
EA of impacts to aquatic life, despite that the EA relies on the use of the MPDES
permits for disposal of CBM produced wastewater for the Corral Creek P‘roject.

Failure to incorporate nondegradation r¢view into Fidelity’s MPDES
permits, and the airect discharge of acutely toxic effluent into the Tongue River are
likely to have significant adverse impacts to soils irrigated with Tongue River
Water. TRWUA’s members therefore disagree with the statement in section 4.3.4
that there will be no direct or indirect impacts to lands or realty. TRWUA'’s
members irrigate their lands with waters from the Tongue River, and their lands
are likely to be adversely affected by discharges to the Tongue River resulting
from Fidelity’s Corral Creek development. There is a significant likelihood of
cumulative impacté from this and all of Fidelity’s other CBM development that
relies on Fidelity’s two MPDES permits as a means to dispose of its highly saline

and sodic wastewater.
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Additionally, there is evidence that the drawdown (;f groundwater aquifers
will have a negative impact on the Tongue River Reservoir. There is well known
connectivity between the ground and surface water in the Tongue River Drainage.
There is likewise known connectivity between the Tongue River Reservoir and the
coalbed aquifers that are being tapped during CBM production. (See e.g. attached <”T\)
map showing projected drawdown of the Tongue River Reservoir from the Deer -
Creek North P.O.D.—circle vshowing drawdown projection.) Additional
information on potential drawdown of the Tongue River Reservbir is available at
Montana State Water Projects Bureau and Montana Bureau of Mines and Geology.
While the EA states in section 3.2.3.2 that “[i]t is suggested that Tongue River

| | | | | (&)

Reservoir and Decker Mine operations exert some hydraulic control on the "/
groundwater conditions with the upper coal units,” the EA at section 4.3.3

nonetheless concludes that there will be no direct or indirect impacts to hydrology.

Because it is suggested that there is hydrologic connection, and because there is

&)

/

evidence that the Tongue River Reservoir will suffer drawdown as a result of CBM <
development, the conclusions in the EA and the FONSI are not supported.
TRWUA stores irrigation water in the Tongue River Reservoir. Loss of
water from the Reservoir due to CBM drawdown of groundwater aquifers beneath
or adjacent to the reservoir poses a significant threat to TRWUA and its members,

especially in times of drought. While this last year was exceptional in terms of
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rainfall and snowfali, we cannot expect that that will again, or will always, be the
case.

In closing, TRWUA does not find the EA to be pefsuasive, nor does it
support the issuance of a FONSI. The impacts, singular and cumulative, will be
significant.

Thank you for this opportunity to comment.

Sincerely,

,,,,,,

""" Brenda Lindlief Hall
Attorney for the
Tongue River Water Users’ Association

Attachments
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Joseph W. Russell, Chairperson
Montana Board of Environmental Review
P.0. Box 200901

Helena, MT 59620-0901

. Subject: EPA Approval of Montana’s Revised
- Nondegradation Provisions as Applied to EC and
SAR ’

Dear Mr. Russell:

; The U.S. Environmental Protection Agency, Region 8 (EPA) has completed its review of
Montana’s revised Surface Water Quality Standards and Procedures, Chapter 30, Sub-Chapter 6
(ARM 17.30.670(6)). This revision was adopted by the Montana Board of Environmental
Review (Board) on March 23, 2006. The revised water quality standards were submitted to EPA
for review with a letter dated June 5, 2006, from Richard H. Opper,' Director of the Montana
Department of Environmental Quality (Department). The submittal package included: (1) a
statement from the Attorney General’s Office certifying that the revisions were duly made
pursuant to State law; (2) a statement of basis; and (3) a response to public comment. Receipt of
the revised water quality standards on June 9, 2006, initiated EPA’s review pursuant to Section
303(c) of the Clean Water Act (CWA) and the implementing federal water quality standards
regulation at 40 CFR Part 131. EPA has completed its review, and this letter is to notify you of

" our action.

The revised water quality standards amend Montana’s nondegradation requirements
applicable to electrical conductivity (EC) and sodium adsorption ratio (SAR) for the Tongue
River, Powder -River and Little Powder River Basins. The revision to ARM 17.30.670(6)
classifies EC and SAR as “harmful” parameters for the purposes of making nonsignificance
“determinations for high quality waters.” Specifically, the revised rule now reads: “EC and SAR
are harmful parameters for the purposes of the Montana Water Quality Act, Title 75, Chapter 5,
MCA.” EC and SAR, therefore, now will be subject to the nonsignificance criteria in ARM
17.30.715(1)(f), which provides, in part, that changes in high quality waters will be considered
nonsignificant where “... changes outside of a mixing zone designated by the department are less
than 10% of the applicable standard and the existing water quality level is less than 40% of the

standard.”
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Agency Review

The Clean Water Act, Section 303(c)(2), requires States and authorized Indian Tribes to
submit new or revised water quality standards to EPA for review. EPA is to review and approve |
or disapprove the submitted standards. Pursuant to CWA Section 303(c)(3), if EPA determines
that any standard is not consistent with the applicable requirements of the Act, the Agency is to
notify the State or authorized Tribe and specify the changes to meet such requirements. - If such
changes are not adopted by the State or authorized Tribe within ninety days after the date of
notification, EPA is to promptly propose and promulgate such standard pursuant to CWA
Section 303(c)(4). EPA's goal has been, and will continue to be, to work closely with States and
authorized Tribes throughout the State or Tribal standards revision process as a means to avoid
the need for a disapproval action, and where disapproval is unavoidable, to explore with the State
or authorized Tribe an acceptable resolution that will- make federal promulgation unnecessary.

Today’s Action

[ am pleased to inform you that today EPA is approving the revision to Montana’s water
quality standards, Surface Water Quality Standards and Procedures, Chapter 30, Sub-Chapter 6
(ARM 1730.670(6)), adopted by the Board on March 23, 2006. EPA has concluded that the
revision is consistent with the requirements of the Clean Water Act and EPA’s impleménting
regulation at 40 CFR Section 131.12. Accordingly, this revision is approved.

Basis .for Approval

EPA has long recognized the appropriateness of focusing antidegradation reviews on
activities that would significantly lower water quality, "and States have used a variety of
approaches, from the simple to the complex, to identify significant changes in high quality
waters. EPA Region 8 approved Montana’s statewide nondegradation provisions, as set out in
the Montana Water Quality Act and Sub-Chapter 7, in letters to the Governor of Montana dated
January 26, 1999 and August 12, 1999." Montana’s regulatory nondegradation provisions are set
out in Sub-chapter 7, Nondegradation of Water Quality (ARM 17.30.701 - 718). Montana’s
approach to identifying parameters to be considered in a nondegradation review and determining
whether certain activities or classes of activities will result in significant changes in water quality
is within the range of approaches deemed acceptable to EPA and is consistent with 40 CFR

Section 131.12.2

For high quality waters, ARM 17.30.705(2)(b) provides, in part, that degradation may be
allowed only where authorized, and prohibits “any activity that may cause degradation of high

' See, for example, £PA Regioh VI Guidance: Antidegradation Implementation at pp. 16-19,
August 1993, v

* See, generally, EPA’s Advance Notice of Proposed Rulemaking, 63 Fed. Reg. 36742, 3677%-87

(July 7, 1998).
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quality waters, for any parameter,’ unless changes in existing water quality resulting from the
activity are determined to be nonsignificant under ARM 17.30.715 or 17.30.716.” ARM
17.30.15 then sets out the criteria the Department will use in determining whether certain
activities or classes of activities will result in nonsignificant changes in surface water quality.
Where the expected changes are determined to be nonsignificant, the reviewed activity or
activity class is exempted from the nondegradation review. The nonsignificance thresholds
established in the rule apply to a range of parameters, including carcinogenic, bioconcentrating,
toxic and harmful parameters and those parameters covered only by narrative water quality

standards.

In the revision to ARM 17.30.670(6) at issue, the Board has determined that EC and SAR
are “harmful” parameters for the purposes of making nonsignificance determinations for high
quality waters. There is evidence in the record that EC and SAR may be harmful to plants
and soils, and therefore harmful to irrigated agriculture, the most sensitive designated use for
these two parameters in the Tongue River, Powder River and Little Powder River Basins.

Indeed, the Board’s adoption of numeric water quality criteria for EC and SAR in 2003,
developed to protect irrigated agriculture, is an acknowledgment that these parameters may
adversely affect attainment of that use. Further, Montana’s nondegradation significance
threshold applies to all other parameters for which the Board has adopted numeric criteria. By
establishing a nondegradation significance threshold for EC and SAR, the Board’s action brings
EC and SAR in line with all other parameters for which Montana has developed numeric criteria,
and appropriately focuses future EC and SAR nondegradation reviews on avoiding significant
changes to water quality on high quality waters.

The revision to ARM 17.30.670(6), although'not a change to the State’s nondegradation
“rule itself, changes the manner in which the State’s nondegradation provisions will be applied to
EC and SAR in the Tongue River, Powder River and Little Powder River Basins, by removing a
previous exemption from nondegradation considerations for these two parameters. The previous
version of ARM 17.30.670(6) was approved by EPA with a letter to the Board dated August 28,
2003. Inthe course of considering the revision to Montana’s nondegradation rule that is now
before us, EPA has reviewed both the administrative record EPA considered when making the
decision on August 28, 2003, to approve Montana’s nondegradation rule, and all relevant
information the Agency reviewed subsequent to that decision. This review included review of
the public comments received by the State of Montana and the testimony in public hearings held
regarding Montana’s 2003 and 2006 revisions. EPA also considered documents added to EPA’s
administrative record for the 2003 standards approval by the United States District Court for the
District of Wyoming. This review confirmed that the provisions approved by EPA on August
28, 2003 were within a range of options considered by EPA to be consistent with 40 CFR
Section 131.12, and therefore were appropriately deemed acceptable by EPA. The newly

? Montana’s application of its nondegradation provisions, for high quality waters, on a
parameter-by-parameter basis is consistent with EPA’s recommendations. See EPA’s Water
Quality Standards Handbook, Second Edition, pp 4-7 (August 1994) and EPA’s Advance Notice
of Proposed Rulemaking, 63 Fed. Reg. 36742, 36782-83 (July 7, 1998).
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amended ARM 17.30.670(6) simply makes application of nondegradation to EC and SAR
consistent with Montana’s statewide approach. As discussed above, that revision is also within a
range of options considered by EPA to be consistent with 40 CFR 131.12. As a result, EPA

approves Montana’s revision.

Revisions not Subject to EPA’s CWA Section 303(c) Review

In its March 23, 2006 action, the Board deleted ARM 17.30.670(7), removing the
instructions to the Department to use a “flow-based analysis that considers a range of flows or
monthly flow probability” in implementing parameters of concern occurring in CBM-produced
water. As explained in our August 28, 2003 approval of Montana’s EC and SAR numeric
criteria, EPA considered ARM 17.30.670(7) to be a permitting provision, instructing the
Department permitting staff on the modeling approach it was to use in setting permit limits. As
such, we did not consider the compliance provision to be a water quality standard subject to EPA
review and approval, and in 2003, we did not formally act on ARM 17.30.670(7). Similarly,
although we do not object to removal of this provision, we do not consider the Board's current
action, deleting the flow-based provision, to be a water quality standards action subject to EPA
review and approval. Further, we do not consider the Board’s deletion of ARM 17. 30. 67()(8)
the non-severability clause, to be a water quality standards action subject to EPA review and
approval pursuant to the Clean Water Act and EPA’s xmplemcntmg regulation. We are,
therefore, not acting on either the deletion of ARM 17.30.670(7) or the deletlon of ARM

17.30. 670(8)

Indian Country

EPA’s approval of this revision to Montana’s water quality standards does not apply to
- waterbodies that are within Indian country, as defined in 18 U.S.C. Section 1151. In Monfana,
“Indian country” includes all lands within the éxterior boundaries of the following Indian
reservations: the Blackfeet, Crow, Flathead, Ft. Belknap, Ft. Peck, Northern Cheyenne and
Rocky Boys Indian Reservations. “Indian country” also includes any land held in trust by the
United States for an Indian tribe and any other areas defined as “Indian country” within the
meaning of 18 U.S.C. 1151. This letter does not approve water quality standards applying to
waters within Indian country. EPA, or eligible Indian tribes, as appropriate, will retain
‘responsibilities for water quality standards for waters within Indian country.

Conclusion

As indicated above, EPA has concluded that the revision to the nondegradation provision
in ARM 17.30.670(6) is consistent with the requirements of the Clean Water Act and EPA’s
antidegradation provisions (nondegradation in Montana) at 40 CFR Section 131.12, and the

revised rule is approved.



cc:

[f you have questions concerning this letter, please contact Tonya Fish of my staff.

Tonya may be reached at 303-312-6832.

U

Robert E. Roberts
Regional Administrator

Richard H. Opper, Director, Montana Department of Environmental Quality
John Corra, Director, Wyoming Department of Environmental Quality
Mark Wilson, Field Supervisor, FWS Montana Field Office

Amy Newman, OST, EPA Headquarters

@Pﬁnted on Recycled Paper






Montana Department of

ENVIRONMENTALQUALITY

Helena, MT 59620-0901 - (406) 444-2544 - www.deg.mt.gov

P.O. Box 200901 -
September 16, 2008

Dave Olsen CERTIFIED MAIL #7006 2150 0001 5294 9411
Fidelity Exploration and Productron Company Return Receipt Requested

2585 Heartland Drive
Sheridan, WY 82801

1)

RE: Enforcement Action for Viot.'ations of the Water Quality Act (FID #1613)

Daar Mr. Olsen:

The Department of Environimental Qualily (Department) Is Inltiating an enforcement ac’uon
against Fidelity Exploration and Production Company (Fidelity) to address violations of the
Water Quality Act (WQA). The alleged violations werc caused by the presence of acule
toxicity in the effluent discharges and the failure to submit a compliance plan that eliminates
the toxicity, in violation of the requirements of Montana Pollutant Discharge Elimination System
Permit No. MT0O030457 (Permlt) Section 75-5-605(1)(b), MCA, of the WQA states it is
untawful to violate any provision set forth in a permit. The violations descnbed below are

considered violations of the WQA.

Violation 1 — Acute toxlcity
Part I.B. of the Permit states: "There shall be no acute toxicity in the effluent discharged by the

facility.” Discharge monitoring reports (DMRs) submitted by Fidelity reporl thal fiuim the period
of April 2006 through. August 2008, acute toxicily, as documented by Whole Effluent Toxicity
(WET) tests, was measured on 132 occasions in effluent discharges at outfalis 001, 004, 006,
010,012, 013 and 016 (see Attachment A). The occurrences of acute toxicity constitute a
violation of Part |.B. of the Permit. The Department sent violation letters on February 27 and
November 28, 2007, to notify Fidelity of the vrolatlons and to de*scnbe what action was required

to return to compliance.

Violation 2 — Fajlure to submit adequate compliance plan
in response to the acute toxicity, Fidelity conducled the necessary Toxlclty Reduction

Evaluation / Toxicity Identification Evaluation {TRE/TIE) as required by Part 1.D.7, of the
Permit. Also, pursuant to Part 1.D.7. and as requested by the Departmont in its November 28,
2007 violation letter, Fidelity prepared and submitted a compliance plan. The plan received by
the Department on May 23, 2008 did not adequately describe how the toxicity would be
controlled. Therefore the inadequate plan constitutes a violation of Part 1.D.7. of the Permit,

Regarding the compliance ptan, your August 22, 2008 respohse to Jeff May states: "Useful,
nral H 1

rational operational changes cannot be identified and implemented when the toxicant is not
identificd. The Department agrees. However, because an individual toxicant may never be

|=+3
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Dave Olsen
September 16, 2008
Page 2

identified, Fidelity may have to develop a toxicity elimination or control plan that addresses the
overall quality of the wastewater; such as the installation of treatment for selected discharges.
Some toxicity control options may require a modification to the Permit prior to implementation.

The WQA authorizes the Department to initiale either an administrative or judicial enforcement
action in response to violations, Rather than issue a unilateral administrative order or file a

complaint in district court, | propose that we enter into a negotiated administrative order on -
consent (AOC) to resolve the violations. | envision that the AOC would assess penalties for

the violations, but the penalties would be suspended provided Fidelity submils an adequate
compliance plan and schedule, and implaments the approved plan in a timely manner.

If you are interested in discussing an AOC, please contact me within 30 days of the date of this
ietier to set up a meeting or conference call. |f you have any other comments or questions,

please feel free to contact me.

Sincerely, / 7

\Mz ‘{7
John L. Arrigo, Admi#istrator
DEQ Enforcement Division
P.0O. Box 200901

Helena, MT 59620-0901
(408) 444-5327

.jarrigo@mi.gov

Enclosure

Jenny Chambers, DEQ Water Protection Bureau

Claudia Massman, DEQ Legal
John Wardell, EPA Region 8 Montana Office
Bruce Williams, Fidelity Exploration and Production Company, 2585 Hearlland

- Drive, Sheridan, WY 82801
Craig Taft, R.S., Big Homn Co., 809 Custer Ave., Hardin, MT 59034

cc wlenc:
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Fidelity Exploration and Production Cumupany MPDES Permit MT0030457
Whole Effluent Toxicity (WET) Violations, April 2006 — August 2008

Monitoring Period Outfglls with WET failnres

April 2006
May 2006
June 2006
July 2006
August 2000
“September 2006
October 2006
December 2006
January 2007
February 2007
March 2007
April 2007
May 2007
Tune 2007
July 2007
Auguet 2007
Scptember 2007
October 2007
November 2007
December 2007
January 2008
" February 2008 -
March 2008
April 2008
May 2008
June 2008
July 2008
August 2008

012
012

012

004 (2), 006 (2), 013 (2), and 012
004, 012,013 .

012

006, 012, 013
004 (2), 006 (2), 012 (2), 013 (2), 016
004, 012, 016

004, 006, 012, 016

004, 006, 012, 013, 016

004, 006, 012,013, 016

004, 010, 012

004, 0UG, 010, V12, 016

001, 004 (2), 006 (2), 030 (2), 012 (2), 013 (2, 016 (2)
001, 006, 010, 013, 016

004, 006, 010,013,016

001, 004, DDA, 010,012, 013, 016
004, 006, 010,013, 016

001, 004, 006, 010, 012, 013, 016
004, 006, 010,016

004, 006, 010,012, 013,016
001, 004, 010, 013, 016

001, 004, 006,013, 016

001, 004, 006G, 010, 013, 016
001, 604, 006, 010, 013,016
006, 010, 012, 013

004, 006, 016
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The Morning Star

INCORPORATED

K:; NORTHERN CHEYENNE TRIBE ﬁ
N

- WOHEHIV - P.0. Box 128 - WOHERLY -
The Morning Star

LAME DEER, MONTANA 595043
October 31, 2008

Maonte Mason

Department of Natural Resources and Conservation
Trust Land Management Division

P.O. Box 20160]

Helena, MT 596201601

Diear Mr. Mason,

Thavk you for the opportunity to provide written comments for the Environmental Assessment
for Fidelity Exploration & Production Company's proposed Plan of Development for the Corral
Creek coal bed methane project. It is my understanding that by providing comments, it will help

the Montana Trust Land Managenment Division review and assess issues that arise concerning
development as they pertain to the Northern Cheyennce Tribe.

The Northern Cheyenne Tribe (the Tribe) takes particular interest and concern in the Corral
Creek Plan of Development (POD), and associated Environmental Assessment. OF particular
concern is the close proximity this POD iy to two uibally-owned wacts in Township 8 South,
Range 40 East, Big Hom County. Montana.  The Memorandum of Agreement (signed July 1o,
1993y between the Northern Cheyenne Tribe, the Burcan of Indian Affairs. and the Burmu of

Land Management outlines the tracts of land, which are located in sections 23, 24, 26 and 27 of

1TRS5-R401:. The tribal tract in sections 23 and 24 is planned to be developed by the Tribe into a
casine, restaurant, and gift shop with possible future development of a fifty-room motel and
campground. The specific concern we have and that we strongly recommend be included in the
environmenal assessment for the Corral Creek project is the impacts coal bed methane
production may have on underground water resources (i.e. aquifer drawdown) and what
mitigation measures would be ‘proposed . for future and/or pending developments near the
proposed POD project arca. such as the T nbc s casino and. restaurant. Another concern for both
traets of land is the potential for drainage of coal bed ‘methanc resources. We deeply feel that as
nearby landowners, these issues need to be satistactorily addressed by consulting with the Tribe
and subsequent discussion is included in the environmental assessment for this project.

Additionally, culural and archaeological resource protection is of utmost importance to the
Northern Cheyenne Tribe and we would greatly appreciate the. Montana Trust Land
Management's assistance in ensuring that these valuable resources are protected. In addition, I
strongly encourage the MB(}(:( to work closely with the Northern (“’heyumc Tribe and evaluate

all of the Tribe’s comments to reduce and limit the environmental impacts associated with coal
bed methane development.
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I you have any questions regarding this matter, please {eel free (o contact me at (406) 477-6284.

Sincerely,

wrg{}: Ww“g C BA\&‘” L Qﬁ!

Geri Small, President,
Northern Cheyenne Tribe

CC: X’\-"‘zww Ransbottoni, Area Land Manager, Fidelity Exploration & Production Company
Brian Gruber, Tribal Attorney
Fih‘:
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Fidelity E&FP Company — Corral Creek Project

Envirommental Assessment
Comment Sheet

Page | Paragraph | Linets Comments
{8) (s}
CULTURAL RESOURCES INVESTIGATIONS,
- . APPENDIX C
All All All Cultural inventories from a Northern Cheyenne tribal perspective

will greatly enhance the understanding of the geographic area of the
proposed development. The Northern Cheyenne have the expertise
Lo do a tribal survey and to sce first hand the project area in terms of
determining itx cultural significance. This may be the only time that
the Tribe will again ever be able 1o step foot into their historic
bomelands. Only the Tribe can make that determination and that
can only happen il they are allowed to physically survey the project

arca.

The proposed development project would certainly affect the tribal

integrity of the area based on the various cultural activities that have

been documented there, For example, there may be rermmants or

remains primarily from the historic battlesites close by.
Based on the POD document there are strong indications that a
complete analysis of the arca has not been accomplbished. Any
undertakings should have the participation of the Northern
Cheyenne Tribe,

A Memorandum of Agreement (MOA) was signed on July 16, 1993
that allocated two tracts {a total of 320 acres) 10 the Northern

“heyenne Tribe (held in trust by the Burcau of Indian Alfairs) from
the Bureaw of Land Management. These tracts are located in
Township & South, Range 40 East in Sections 23, 24, 26, and 27 and
are very close to the proposed Plan of Development. According o
the MOA, the Tribe also owns the mineral estate beneath the tracts,
Although the tracts do not have any known developed water wells or
springs, the Tribe needs assurance and mitigation measures o
address possible aquifer drawdown as well as coal bed methane
resource drainage. The Final EIS (2003) referenced by this POD,
and even the current Supplemental EIS. do not take 1mto account
how resource drawdown will be mitigated outside of the buffer zone
surrounding the Northern Chevenne Indian Reservation. Further,
there 1s no formal or regulatory framework for the State of Montana,
and subsequent state well development to address this 1ssue. The
Tribe strongly suggests addressing these Issues by consulting with
the Tribe and o include in the Environmental Assessment for this
project.
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Responses to Comments

1.

2.

10.

11.

12.

13.

Comment noted.

Mineral revenues on state-owned lands have averaged $36.9 million per year over the last 3
years.

The cumulative impacts discussion on page 25 refers to “direct discharge of CBNG water
onto the surface” and observes that such direct discharge could decrease crop production.
However, the plan of development does not propose, and this review does not authorize,
direct discharge of produced water onto surface lands. Water discharge is regulated by the
Montana Department of Environmental Quality pursuant to two existing MPDES permits
(MT0030457 and MT0030724)

Groundwater production rates are typically highest, and CBNG flow rates typically lowest,
when a producing well is first brought on line. Water production decreases steadily after
reaching a peak during the first two years. Gas production then increases steadily for a few
years before gradually declining.

The Black Eagle Butte POD proposes 37 wells, all of which are on state-owned land. The
Anderson Creek POD proposes 9 wells, all of which are on state-owned land. The Otter
Creek POD proposes 34 wells, of which 5 are on state-owned land.

Potentiometric surface maps representing baseline groundwater conditions are prepared for
each coal bed aquifer and reported annually from Fidelity to the MBOGC. Both baseline
and current groundwater conditions reflect a regional groundwater flow direction to the west
and southwest.

Final approval of the EA is contingent upon execution of water well mitigation agreements.

An average well would be expected to produce approximately 310,000 mcf of natural gas
over its productive life.

Fidelity’s water management tools are indeed restricted to direct discharge into the Tongue
River, industrial use and stock water. The opportunity for creation of mosquito habitat is
minimal under these water management options.

Typo noted and corrected.

Commentor’s attached Exhibit 3 is a wildlife map that contains no hydrologic information.
BLM'’s Deer Creek North POD EA (MT-020-2008-310) analyzed the potential for change in
reservoir stage due to drawdown of the Dietz coal seam near the Tongue River Reservoir.
BLM concluded that increased leakage to the Dietz coal seam due to drawdown would be
miniscule (approximately 1.5 gpm) when compared to the discharge of produced water to
the Tongue River.

Sections 23 and 24, T8S-R40E locate on the west side of the Tongue River reservoir, 1 to 2
miles distant from Fidelity’s proposed operations on the east side of the reservoir.
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14.

15.

16.

Recent research (Wheaton et al., 2008) indicates that “After nearly 9 years of CBM
production, drawdown of up to 20 feet has been measured in the coal seams at a distance
of roughly 1 to 1.5 miles outside the production areas. These values have not changed
substantially since 2004. These distances are similar to but somewhat less than predicted
in the Montana CBM environmental impact statement.” Since observed drawdown values
developed within a couple of years of CBNG wells being installed, and have not
substantially changed for the past several years, it is believed that the 1.5 mile drawdown
radius is an appropriate, if somewhat conservative, value to use for existing and foreseeable
drawdown from CBNG development in this area. (BLM Deer Creek North & Deer Creek
North Amendment PODs EA MT-020-2008-310, September 2008)

Fidelity’s proposed plan would develop utilizing 2 wells per 160 acres (a quarter-section),
representing a well for approximately every 80 acres. Commentor’s lands are located on
the west side of the Tongue River Reservoir while Fidelity’s plan covers lands on the east
side of the reservoir. The proposed wells are not adjacent to commentor’s lands. The
distance between the proposed wells and commentor’s lands (from 1.2 to over 2 miles
away) coupled with the drawdown well density required to produce natural gas makes it
unlikely commentor’s lands will be drained by the proposed wells. Commentor has the legal
right, as does the State, to develop their mineral lands if they so choose.

A class Il cultural resource inventory of the lands within the Corral Creek POD area was
conducted in April and May, 2007. The inventory utilized pedestrian transects spaced at no
more than 30 meter intervals. A total of 23 sites were identified in the inventory area,
including 21 prehistoric and 2 historic sites. The prehistoric sites include 10 stone feature
sites and 11 lithic scatters. All sites will be avoided.
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APPENDIX A

COAL BED NATURAL GAS FIELD OPERATING AND RECLAMATION REQUIREMENTS
*DNRC refers to DNRC Trust Land Management Division (TLMD)

A. Notifications

a. Notify the DNRC, Southern Land Office at least 48 hours prior to beginning any
construction and/or drilling operations (406-247-4400).

b. Any variances from the following guidelines or the site specific stipulations must
be approved by DNRC.

c. The lessee (lessee includes lessee, operator, contractors, or any other agent
conducting activities on lease premises pursuant to authority conveyed by the
state lessee ) shall obtain approval prior to construction of any new surface
disturbing activities that are not specifically addressed in the approved operating
plan or POD Surface Use Plan.

d. Phased reclamation plans will be submitted to DNRC for approval prior to
individual POD facility abandonment.

e. A notice of Intent to Abandon must be submitted for approval. Upon completion
of plugging, a copy of the Subsequent Report of Abandonment must also be
submitted.

f. If any cultural values (sites, artifacts, human remains) are observed that were not
previously addressed, reviewed, and approved by DNRC, they will be left intact,
operations stopped, and the DNRC notified immediately. The lessee is
responsible for informing all persons in the area who are associated with this
project that they will be subject to prosecution for knowingly disturbing historic or
archaeological sites, or for collecting artifacts. DNRC will conduct an evaluation
of the cultural values to establish appropriate mitigation, salvage, or treatment. If
additional archaeological survey work is required, lessee will be responsible for
this expense.

B. Construction
a. Vehicle Travel:
i. Construction and other project related traffic will be restricted to approved
routes. Cross country vehicle travel will not be allowed.

ii. Maximum speed on all lessee constructed and maintained roads will not
exceed 25 miles per hour.

ii. The lessee shall restrict travel on unimproved two-track roads during
periods of inclement weather or spring thaw when the possibility exists for
excessive surface resource damage (e.g. rutting in excess of 4 inches,
travel outside two-track roadway, etc). This applies to pre-approval APD-
POD planning (surveying, staking), drilling, production, and reclamation
operations.

b. Construction activities can only occur pursuant upon DNRC written approval of
the operating plan.

c. All construction activities for off wellpad facilities will be addressed in an
operation plan submitted by the operator.

74



i

i. Stockpiled topsoil and pit material must be stored to prevent material from
entering drainages.

ii. Equipment cannot be stored on the topsoil stockpile.

iii. The lessee will limit vegetation removal and the degree of surface
disturbance, utilizing all practicable measures to minimize erosion and
stabilize disturbed soils.

iv. Topsoil will be salvaged for use in reclamation on all areas of surface
disturbance (roads, locations, pipelines, etc). Clearly segregate topsoil
from excess spoil material.

v. The lessee will not push soil material and overburden over side slopes or
into drainages. All soil material disturbed will be placed in an area where
it can be retrieved without creating additional undue surface disturbance
and where it does not impeded watershed and drainage flows.

vi. Construct the backslope no steeper than '2:1, and construct the foreslope
no steeper than 2:1 unless otherwise directed by DNRC.

vii. Maintain a minimum 20 foot undisturbed vegetative border between toe of
fill pad and/or pit areas and the edge of adjacent drainages, unless
otherwise directed by DNRC.

Drilling, casing, and cementing operations shall be designed and conducted as
requested by MBOGC.

Construction and drilling activity will not be conducted using frozen or saturated
material during periods when watershed damage or excessive rutting is likely to
occur.

With the overall objective of minimizing surface disturbance and retaining land
stability and productivity, the lessee shall use equipment that is appropriate to the
scope and scale of work being done for roads and well pads (use equipment no
larger than needed for the job).

To minimize electrocution potential to birds of prey, all overhead electrical power
lines will be constructed to standards identified by the Avian Power Line
Interaction Committee (1996).

The lessee shall use wheel trenches or ditch witches to construct all pipeline
trenches, except where extreme topography or other environmental factors
preclude their use.

Reserve pits:

i. Reserve pits will be adequately fenced during and after drilling operations
until pit is reclaimed so as to effectively keep out wildlife and livestock.
Adequate fencing is defined as follows:

1. Construction materials will consist of steel or wood posts. Three
or four strand wire (smooth or barbed) fence or hog panel (16 foot
length by 50 inch height) or plastic snow fence must be used with
connectors such as fence staples, quick-connect clips, hog rings,
hose clamps, twisted wire, etc.

2. Construction standards: Posts shall be firmly set in ground. If
wire is used it must be taut and evenly spaced, from ground level
to top wire, to effectively keep out animals. Hog panels must be
tied and sturdy. Fence must be at least 2 feet from edge of pit.
Three sides must be fenced prior to commencing drilling, and the
fourth side of the fence immediately upon completion of drilling,
prior to rig release. Fence must be left up and maintained in
adequate condition until pit is closed.
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ii. The reserve pit will be oriented to prevent collection of surface runoff.
After the drilling rig is moved, the lessee may need to construct a trench
on the uphill side of the reserve pit to divert surface drainage around it. If
constructed, the trench will be left intact until the pit is closed.

iii. The reserve pit will be lined with an impermeable liner if required by the
DNRC or MBOGC. An impermeable liner is any liner having a
permeability less than 10-7 cm/sec. The liner will be installed so that it
will not leak and will be chemically compatible with all substances that
may be put in the pit. Liners made of any man-made synthetic material
will be of sufficient strength and thickness to withstand normal installation
and pit use. In gravelly or rocky soils, a suitable bedding material such as
sand will be used prior to installing the liner.

iv. The reserve pit will be constructed so that at least half of its total volume
is in solid cut material (below natural ground level).

v. The only fluids/waste materials which are authorized to go into the
reserve pit are RCRA exempt exploration and production wastes:

1. Drilling muds and cutting

2. Rigwash

3. Excess cement and certain completion and stimulation fluids
defined by EPA as exempt

vi. It may not include drilling rig waste, such as:

Hydraulic fluids

Engine oil

Oil filters

Cement, drilling mud, or other product sacks

Paint, pipe dope, chemical, or other product container.

. Chemicals and chemical rinsate.

vii. Any evidence of non-exempt wastes being put into the reserve pit may
result in the DNRC requiring specific testing and closure requirements.

k. Evaporation Pits and Storage Ponds:

i.  Applicant will submit the following information with their pit proposal:

1. A map and drawings of the site on a suitable scale that show the
pit dimensions, cross section, side slopes, leak detection system,
and a location relative to other site facilities.

2. The daily quantity of water to be disposed of (maximum daily

quantity shall be cited if major fluctuations are anticipated) and a

water analysis that includes the concentrations of chlorides,

sulfates, pH, Total Dissolved Solids (TDS), and other toxic
constituents.

Criteria used to determine the pit size

The average monthly evaporation and average monthly

precipitation for the area.

5. The method and schedule for periodic disposal of precipitated
solids and a copy of the appropriate disposal permit, if any.

6. They type, thickness, and life span of material to be used for lining
the pit and the method of installation. The manufacturer’s
guidebook and information for the product shall be included if
available.

ii. All pits will be lined with a minimum 12 mil thickness liner.

ii. A minimum 2 feet of freeboard is required on all pits and ponds.
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iv. Applicants shall submit water quality analysis on an annual basis for each
pit or pond.

v. All evaporation pits and storage ponds must be fenced.

vi. All evaporation pits and storage ponds shall be constructed away from
established drainage patterns, including intermittent/ephemeral drainage
ways, and unstable ground or depressions in the area.

vii. Upon the department’s request, lessee shall contract a soil scientist to
determine suitability of each pit location.

[.  Culverts:

i. Culverts will be placed on channel bottoms on firm, uniform beds, which
have been shaped to accept them, and aligned parallel to the channel to
minimize erosion. Backfill will be thoroughly compacted.

ii. All culverts will be appropriately sized.

m. Pipelines:

i. Pipeline construction shall not block nor change the natural course of any
drainage. Pipelines shall cross perpendicular to drainages. Pipelines
shall not be run parallel in drainage bottoms. Suspended pipelines shall
provide adequate clearance for maximum runoff.

ii. Pipeline trenches shall be compacted during backfilling. Pipeline
trenches shall be routinely inspected and maintained to ensure proper
settling, stabilization, and reclamation.

n. During construction, emissions of particulate matter from well pad and road
construction would be minimized by application of water or other non-saline dust
suppressants with at least 50 percent control efficiency. Dust inhibitors (surfacing
materials, non-saline dust supressants, and water) will be used as necessary on
unpaved roads that present a fugitive dust problem. The use of chemical dust
suppressants on state surface will require prior approval from DNRC.

0. Lessees are required to obtain a National Pollution Discharge Elimination System
(NPDES) Storm Water Permit from MDEQ as required prior to any suface
disturbing activities.

p. If in the process of air drilling the wells there is a need to use mud, all circulating
fluids will be contained either in an approved pit or in an aboveground
containment tank. The pit or containment tank will be large enough to safely
contain the capacity of all expected fluids without danger to overflow. Fluid and
cuttings will not be squeezed out of the pit, and the pit will be reclaimed in an
expedient manner.

g. Production facilities (including dikes) must be placed on the cut portion of the
location and a minimum of 15 feet from the toe of the back cut unless otherwise
approved by DNRC.

r. A complete copy of the Application for Permit to Drill (APD), including conditions,
stipulations, and the H2S contingency plan (if required) shall be available for
reference at the well site during the construction and drilling phases.

s. This drilling permit is valid for either one year from the approval date or until
lease expiration, whichever comes first.

C. Operations/Maintenance
a. Waste Disposal:
i. Trash or other debris must not be disposed of on the pad.
ii. Burning of materials or oil is not allowed.
iii. All waste, other than human waste and drilling fluids, will be contained in
a portable trash cage. This waste will be transported to a State approved
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waste disposal site immediately upon completion of drilling operations.
No trash or empty barrels will be placed in the reserve pit or buried on
location. All state and local laws and regulations pertaining to disposal of
human and solid waste will be complied with.

iv. Sewage shall be placed in a self-contained, chemically treated porta-potty
on location.

v. The lessee and their contractors shall ensure that all use, production,
storage, transport, and disposal of hazardous materials associated with
the drilling, completion, and production of these wells will be in
accordance with all applicable existing and hereafter promulgated federal,
state, and local government rules, regulations, and guidelines. All project
related activities involving hazardous materials will be conducted in a
manner to minimize potential environmental impacts. In accordance with
OSHA requirements, a file will be maintained onsite containing current
Material Safety Data Sheets (MSDS) for all chemicals, compounds,
and/or substances which are used in the course of construction, drilling,
completeion, or production operations.

The lessee shall complete CBNG wells (case, cement, and under ream), or
abandon as soon as possible, but no later than 30 days after drilling operations,
unless an extension is given by DNRC.

Confine all equipment and vehicles to the access road(s), pad(s), and area(s)
specified in the approved APD or POD.

Rat and mouse holes shall be filled and compacted from the bottom to the top
immediately upon release of the drilling rig from the location.

Noxious Weeds:

i. The lessee will be responsible for prevention and control of noxious
weeds and weeds of concern on all areas of surface disturbance
associated with this project (well locations, roads, water management
facilities, etc.) Use of pesticides shall comply with the applicable State
laws. Pesticides shall be used only in accordance with their registered
uses and within limitations. Lessee shall monitor disturbed areas for the
presence of noxious weeds from June through September throughout the
life of the field.

ii. Control efforts must be done as necessary and as specified by DNRC
once noxious weeds are identified with the intent of erradicating and
preventing seed production.

All permanent above-ground structures (e.g. production equipment, tanks, etc.)
not subject to safety requirements will be painted to blend with the natural color
of the landscape. The paint used will be a color acceptable to DNRC.

Lessees are advised that prior to installation of any oil and gas well production
equipment which has the potential to emit air contaminants, the owner or lessee
of the equipment must notify the Montana Department of Environmental Quality
(MDEQ) to determine permit requirements. Examples of pertinent well
production equipment include fuel-fired equipment (e.g. diesal generators),
separators, storage tanks, engines, and dehydrators.

Fire Safety:

i. During the fire season (June-October), the lessee shall institute all
necessary precautions to ensure that fire hazard is minimized, including,
but not limited to, mowing vegetation on the access route(s) and well
location(s), keeping fire fighting equipment readily available when drilling,
etc. DNRC may also require additional measures for fire prevention.
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ii. If afire is started by lessee activities, the lessee may be liable for
suppression costs by 50-63-103, MCA.

i. Erosion:

i. Upgrade and maintain access roads and drainage control (e.g. culverts,
drainage dips, ditching, crowning, surfacing, etc.) as necessary and as
directed by DNRC to prevent soil erosion and accommodate safe,
environmentally sound access.

i. DNRC may direct additional control measures for roads, pipelines,
drainages, or other surface disturbances as needed.

j- Any spilled or leaked oil, produced water, or treatment chemicals must be
reported in accordance with MBOGC requirements and immediately cleaned up
in accordance with DNRC requirements. This includes cleanup and proper
disposition of soils contaminated as a result of such spills/leaks.

k. Changes in operational and/or environmental conditions may require additional
or modified requirements.

[. No construction or routine maintenance activities shall be performed during
periods when the soil is too wet to adequately support construction equipment. If
such equipment creates ruts in excess of 4 inches deep, the soil shall be deemed
too wet to adequately support construction equipment.

m. All water discharge must comply with State law and must have permit prior to
commencing.

n. Landscape those areas not required for production to the surrounding
topography as soon as possible. The fluids and mud must be dry in the reserve
pit before recontouring pit area. The lessee will be responsible for recontouring
and reseeding of any subsidence areas that develop from closing a pit.

D. Dry Hole/Reclamation
a. When individual facilities such as well locations, pipelines, discharge points,
impoundments, etc. are no longer needed, they need to be addressed in a
reclamation plan and approved by the DNRC. Individual items that will need to
be addressed in reclamation plans include, but are not limited to:
i. Configuration of reshaped topography, drainage systems, and other
surface manipulations.
ii. Waste disposal
iii. Revegetation methods, including specific seed mix (pounds pure live
seed/acre) and soil treatments (seedbed preparation, fertilization,
mulching, etc.).
iv. Other practices that will be used to reclaim and stabilize all disturbed
areas, such as water bars, erosion fabric, hydro-mulching, etc.
v. An estimate of the timetables for beginning and completing various
reclamation operations relative to weather and local land uses.
vi. Methods and measures that will be used to control noxious weeds,
addressing both ingress and egress to the individual well or POD.

vii. Decommissioning/removal of all surface facilities.

viii. Closure, reclamation, or approved transfer of areas utilized for produced
CBNG water, including discharge points, reservoirs, off-channel pits, land
application areas, livestock/wildlife watering facilities, surface discharge
stream channels, etc.

b. For abandonment, surfacing material and culverts must be removed unless
requested to remain in place by DNRC. The roads and ditches must be
recontoured and seeded in accordance with DNRC requirements.
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c. Pit reclamation:

1. All pit(s) must be emptied of all fluids within 90 days after
completion of drilling operations. The pit must be closed properly
to assure protection of soil, water, and vegetation.

2. Squeezing of pit fluids and cuttings is prohibited. Pits must be dry
of fluids or they must be removed via vac truck or other
environmentally acceptable method and disposed of in a State
approved location prior to backfilling, recontouring, and
replacement of topsoil.

3. The pit may not be cut or trenched.

4. Pit mud/sludge material may be buried onsite after the material
has dried.

5. The pit material must be covered with a minimum of 1 12" of soil.

6. The lessee will be responsible for recontouring any subsidence
areas that develop from closing a pit.

7. The plastic pit liner (if any) may be folded in with prior BOGC
approval.

d. The reclamation effort will be evaluated as a success if the previously disturbed
area is stabilized, all potential water erosion is effectively controlled and the
vegetative stand is established with at least 70% cover.

e. All disturbed lands associated with this project, including the pipelines, access
roads, water management facilities, etc. will be expediently reclaimed and
reseeded in accordance with the surface use plan and any pertinent site-specific
reclamation.

f. Disturbed lands will be recontoured back to conform with existing undisturbed
topography. No depressions will be left that trap water or form ponds.

g. Before the location has been reshaped and prior to redistributing the topsoil, the
lessee will rip or scarify the drilling platform and access road on the contour, to a
depth of at least 12 inches. The rippers are to be no further than 24 inches apart.

h. Topsoil shall be evenly distributed.. Prepare the seedbed by disking to a depth
of 4 to 6 inches following the contour.

i. Waterbars are to be constructed at least one foot deep, on the contour with
approximately two feet of drop per 100 feet of waterbar to ensure drainage, and
extended into established vegetation. All waterbars are to be constructed with
their berm on the downhill side to prevent the soft material from silting in the
trench. The initial waterbar should be constructed at the top of the backslope.
Subsequent waterbars should follow the following general spacing guidelines:

Slope (Percent) Spacing Interval (Ft)

<2 200
2-4 100
4-5 75
>5 50

j- The lessee will drill seed on the contour to a depth of 0.5 inch, followed by
cultivation to compact the seedbed, preventing soil and seed losses.
i. Slopes too steep for machinery may be hand broadcast and raked with
twice the specified amount of seed. To be effective, complete spring
seeding after the frost has left the ground and prior to May 15. Fall or
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k.

m.

dormant seedings must be completed according to NRCS timing
recommendations.
A Final Abandonment Notice must be submitted prior to a final abandonment
evaluation by DNRC.
Soil fertility testing and the addition of soil amendments may be required to
stabilize some disturbed lands.
Reduce the backslope to 2:1 and the foreslope to 3:1 unless otherwise directed
by DNRC. Reduce slopes by pulling fill material up from foreslope into the top of
cut slopes
The lessee shall seed all disturbed areas, using an agreed upon method suitable
for the location. Seeding shall be repeated if a satisfactory stand is not obtained
as determined by DNRC upon evaluation after the following growing season.
The lessee shall seed all disturbed areas with the seed mixture(s) listed below
unless otherwise approved by DNRC area office. The seed mixture(s) shall be
planted in the amounts specified in pounds of pure live seed (PLS)/acre. There
shall be no primary or secondary noxious weed seed in the seed mixture. Seed
shall be tested and the viability testing of seed shall be done in accordance with
State law(s) and within six months prior to purchase. The seed mixture container
shall be tagged in accordance with State law(s) and available for inspection by
DNRC.
Seed shall be planted using a drill equipped with a depth regulator to ensure
proper depth of planting where drilling is possible. The seed mixture shall be
evenly and uniformly planted over the disturbed area. Smaller/heavier seeds
have a tendency to drop to the bottom of the drill and are planted first. The
lessee shall take appropriate measures to ensure this doesn’t occur. Where
drilling is not possible, seed shall be broadcast and the area shall be raked or
chained to cover the seed. When broadcasting the seed, the pounds per acre
noted below are to be doubled. The seeding will be repeated until a satisfactory
stand is established as determined by DNRC. Evaluation of growth will not be
made before completion of the second growing season after seeding. DNRC is
to be notified a minimum of seven days prior to seeding of the project.
i. Seed Mixture (silty, clayey, or silt clay loams)
a) The combination must include at least four of the following
species. Western wheatgrass must be included in the mix.
Thickspike wheatgrass may be substituted for wheatgrass
only when western wheatgrass in unavailable. Species and
variety substitution may be approved by the DNRC Area
Office.

Species of Seed Variety Common Name Pound/acre PLS)*

Pascopyrum smithii Rosanna Western Wheatgrass 3.00
Pseudoroegneria spicata  Goldar Bluebunch wheatgrass 2.00

Stipa viridula

Elymus trachycaulus Pryor Slender wheatgrass 2.00

Stipa comata

Bouteloua curtipendula Sideoats Grama 2.00
Schizachyrium scoparium Little bluestem 2.00

Lodom Green needlegrass 2.00

Needle and thread 1.00

p.

* Pure live seed (PLS) formula: % of purity of seed mixture times % germination
of seed mixture = portion of seed mixture that is PLS.
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SENT CERTIFIED MAIL—RETURN RECEIPT REQUESTED, AND ELECTRONICALLY

November 3, 2008

Bobbie Jo Coughlin

Department of Natural Resource and Conservation
Trust Land Management Division

P.O. Box 201601

Helena, MT 59620-1601

bjcoughlin(@mt.gov

RE: Comments on Fidelity Exploration and Production Company’s (FEPCO) Corral
Creek Plan of Development Draft Environmental Assessment (EA).

1. Introduction

Northern Plains Resource Council and Tongue and Yellowstone Irrigation Co. (T & Y)
appreciate the opportunity to comment on the draft Environmental Assessment for FEPCO’s
Corral Creek Coal Bed Methane (CBM) Project. Northern Plains has participated in every
public process under the National Environmental Policy Act (NEPA) and Montana
Environmental Policy Act (MEPA) regarding CBM development in Montana since 1998.

As described on page EA-2, the Corral Creek Project includes the drilling of 23 CBM wells
[6 federal (three of which are state surface), 8 state (one of which belongs to the Water
Resource Division), and 9 fee] to several different coal seam targets within the Fort Union
Formation through “mono-bore” drilling techniques. This project will also include
accompanying infrastructure that will consist of two-track roads, underground power lines.
Produced water would be managed through discharge of both untreated water under an
existing MPDES permit (MT0030457) and treated water discharge under an existing MPDES
permit (MT0030724). Northern Plains has many concerns about the Corral Creek Project EA
and its authors’ analysis of current and future development around the Tongue River
Reservoir.

To support these comments, Northern Plains is submitting several attachments. These
attachments are incorporated by reference into these comments. Northern Plains respectfully
asks that the decision makers consider these attachments in making their final decisions
regarding this project. When possible, Northern Plains has attempted to provide a copy of the
exhibits in electronic format. A list of attachments is included. If you have any questions
regarding Northern Plains’ Comments or Attachments, please contact Rebecca Fischer at
406.248.1154 or rebecca@northernplains.org.

220 S. 27t Street, Suite A, Billings, MT 59101

Tel: 406.248.1154 Fax: 496.848-24 $QEsrait infoRnamligtaplaing orgyww. northernplains.org
Tel: 406.248.1154 Fax: 406.248.2110 EmaiI83fo@northerng|ains.org www.northernplalns.org




1. Tiering to an inadequate 2003 Final Environmental Impact Statement

On page EA-3, it is stated that this EA incorporates by reference and tiers off of the Final
Environmental Impact Statement (FEIS) completed jointly by Montana Department of
Environmental Quality (DEQ), Montana Board of Oil and Gas Conservation (BOGC), and
the Bureau of Land Management (BLM). The BOGC signed its Record of Decision (ROD)
on March 26, 2003, followed by the BLM’s ROD, which was approved April 30, 2003. The
adequacy of the 2003 FEIS has been challenged in US District Court, and has been found by
Federal Magistrate Anderson to be inadequate because it failed to consider a phased
development alternative. Since this decision by Judge Anderson the BLM, in accordance
with Anderson’s Order (Attachment A), has drafted a Supplemental to the FEIS, has since
developed three new alternatives that address phased-in development, and has adopted
Alternative H as the agency’s preferred alternative, which would evaluate each project with
four evaluation screens (water, air, wildlife, and Native American concerns). In Alternative
H, the screens would be used to identify impacts, develop mitigation measures and guide the
decision making process. Additionally, the inadequacy of the FEIS has been upheld by the
Ninth Circuit Court of Appeals with its most recent decision dated September 11, 2007.

That said, since the DNRC and BOGC signed an ROD on the 2003 FEIS, several studies
have been released that have discounted information found in the 2003 FEIS. For example,
the FEIS established a 0.25 mile No Surface Occupancy (NSO) buffer for sage grouse;
however, recent studies suggest that such a minimum distance is ineffective, and suggested
that a 4-mile buffer be considered (Attachment B).

Also lacking in the 2003 FEIS was a cumulative impact assessment of the Tongue River
Railroad and discussions of recently adopted numeric water quality standards for electrical
conductivity (EC) and sodium adsorption ratio (SAR) by the Board of Environmental Review
(BER) and Environmental Protection Agency (EPA). '

It is also worth noting here that the DNRC and BOGC ROD on the 2003 FEIS does not
adequately protect senior water rights users in the Powder River Basin, nor does it establish
any protections from the “wasting” of groundwater. Montana’s approval of the ROD
sanctions the waste of approximately 480 billion gallons of groundwater. According to data
included in the Draft Supplement of the 2003 FEIS, this de-watering will lower local water
tables by 600 feet, and dry up approximately 5,000 existing wells and numerous springs to
which ranchers have vested water rights and rely upon for domestic and agricultural use.
These drawdowns will occur over hundreds of square miles in southeastern Montana, and full
recovery of these aquifers will not occur for decades to come.

It is our position that Montana’s approval of the 2003 FEIS ROD with its accepted wasting of
groundwater violates the state’s trustee relationship for water resources required by Article
IX, Section 3, of the Montana Constitution.

Also, we find that state agencies that tier to the inadequate 2003 FEIS do not fully consider
all potential impacts of coal bed methane, and would suggest not making further permitting
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decisions until the ROD for the Final Supplemental Environmental Impact Statement is
issued.

III. The EA fails to conduct a full “hard look” analysis of cumulative impacts

Cumulative impacts are defined under ARM 36.2.522 as, “the collective impacts on the
human environment of the proposed action when considered in conjunction with other past
and present actions related to the proposed action by location or generic type. Related future
actions must also be considered when these actions are under concurrent consideration by
any state agency through pre-impact statement studies, separate impact statement evaluation,
or permit processing procedures.” The EA fails to include several key factors in their
cumulative impacts assessment that collectively result in a significant environmental impact.

A. Air Quality

On EA-22, it is stated, “Cumulative impacts as a result of state activities have been analyzed
in conjunction with fee development in BOGC’s EA for this project. Ultimately, air

quality is regulated by the Montana Department of Environmental Quality through the
Clean Air Act.” This seems to suggest that the only cumulative analysis that was taken into
consideration was a review of the proposed fee wells addressed in the BOGC’s EA. This
allows the reader to assume that one should refer other cumulative impact assessment on air
quality that was included in the 2003 FEIS ROD. As stated above, the 2003 FEIS was found
to be inadequate, and a reliance upon the air quality data in that document would be
problematic. During the process of drafting their Statewide Supplemental EIS, the BLM
decided to include a separate Supplemental Air Quality Analysis (SAQA) that was arguably
more thorough than the information found within the 2003 FEIS. The agency should include
this study in its discussion of cumulative impacts to air quality.

Comparing the air quality issues with the proposed state wells discussed in this EA with
those that are fee hardly passes the test of related future actions that need to be evaluated in
the cumulative impacts assessment. Additionally, stating that the DEQ has jurisdiction over
air quality under the Clean Air Act does not divorce the agency from taking a “hard look™ at
cumulative impacts associated with the Corral Creek Project. Northern Plains suggests the
agency assess this project’s air quality impacts with all existing and pending CBM
development projects in order to get a clearer idea of the true impact this project will have on
air quality in the area.

B. Hydrologic Resources

While evaluating the cumulative impacts of this project on the hydrology of the area, there is
no mention of how Corral Creek will affect the Tongue River Reservoir, or for that matter
the more than 80,000 acre-feet of stored water that both the Tongue River Water Users
Association and the Northern Cheyenne Tribe share as a senior water right. On page EA-13 it
is stated that, “It is suggested that Tongue River Reservoir and Decker Mine operations
exert some hydraulic control on the groundwater conditions with the upper coal units.”

Northern Plains and T & Y Irrigation Co. Comments on
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However, a conversation is lacking in this EA about how the CBM development at Corral
Creek along with the hydraulic relationship between the upper coal units and the Tongue
River Reservoir will affect senior water right holders.

The majority of information under the section titled, “Predicted effects on Hydrology” on
page EA-22 is devoted to FEPCOs discharge permits, when in fact, the cumulative impact
that this project has on the groundwater in the area is significant. In April 2007, Tom Myers,
Ph.D. conducted a study commissioned by Northern Plains that addressed this very issue.
Titled, “Potential Effects of Coal Bed Methane Development on Water Levels, Wells and
Springs of the Fidelity CX Ranch Field In the Powder River Basin of Southeast Montana”
(Attachment C) the study concluded that The CX Ranch development will have a substantial
effect on the Tongue River reservoir. Up to 2 percent of the flow into the reservoir will be
diverted to CBM development. This is up to 2 feet of the reservoir water level and represents
as much as 4 percent of the average volume stored in the reservoir during the spring.
FEPCO’s CX Ranch is a project that has been producing since the late 90s, and is located on
the west side of the reservoir. The potential for the Corral Creek Project to have a similar
effect on the Tongue River Reservoir should be considered and not exempted from this EA’s
analysis. TN
&
Also of note for consideration is a recent proposal from the Wyoming Department of B
Environmental Quality (WDEQ) to issue general discharge permits for main tributaries of the

Tongue River, which include Hanging Woman Creek, Badger Creek, and Prairie Dog Creek.

These general permits will likely contribute to significant increases in EC and SAR. Northern

Plains believes that the agency should consider the cumulative effect of these proposed

general discharge permits in addition to the discharge of the proposed 8 state wells described

in the Corral Creek EA. '

Finally, CBM development will have a profound effect on senior water right holders. Myers

also noted that 607 private springs and approximately 178 private wells will be affected by a s
10-foot drawdown caused by the CX Ranch project. Northern Plains finds it troubling that o)
the agency has not included in its cumulative impact analysis a discussion of how the Corral e
Creek Project may impact senior water rights.

C. Tongue River Railroad
Another element lacking from the cumulative impact analysis is the pending construction and
operation of the Tongue River Railroad (TRR). Not only will this project have direct impacts
on air quality, but its construction will also result in decreased water quality and increased e
fire dangers. In his decision on the 2003 FEIS, Judge Anderson not only found the FEIS @ )
inadequate, but also ordered the BLM to include the TRR in its cumulative impacts analysis. N

The project will forever alter the Tongue River Valley, and will add to the CBM
development making the area an industrialized zone. Exempting the TRR from this EA’s
cumulative impact analysis amounts to a failure to take a “hard look™ at all past present and
future impacts.

Northern Plains and T & Y Irrigation Co. Comments on
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D. Future and Pending Development

This EA fails to take into account in its cumulative impact assessment of the future
development in the area, most notably, FEPCO’s Decker Mine East Project which is
proposed just east of the Corral Creek Project. In order to properly analyze the true impact / \
this project will have on the area, the agency must include a discussion about all past, ' ii%)
present, and future development in the area. Instead, the reader finds no information about ]
future development, which significantly downplays this projects true impact on the

environment.

IV.  The EA fails to include revised non-degradation water quality criteria that have
been approved by the EPA and does not address recent compliance failures by
FEPCO.

The Corral Creek EA bases its assumptions of water management on discharge permits that
do not reflect the non-degradation criteria approved by the EPA in February 2008. During
this past irrigation season, Northern Plains members have assessed the data gathered at
USGS gauging stations along the Tongue River between March and October 2008, and have
concluded that the river met the non-degradation standard for EC only two out of the eight
months that have been evaluated (Attachment D). The overt exceedances of the most
protective standards that we have on the Tongue River are threatening the lands that our
members irrigate.

On July 10, 2008, we wrote the DEQ explaining their obligations under existing statutes to

modify FEPCOs discharge permits (MT-0030457 and MT-0030724) based upon EPA’s /- ,)\
action in February, which approved the non-degradation standards for the Tongue River
(Attachment E). The existing Federal and State regulations to support the modification of
FEPCQO’s discharge permits include: 33 U.S.C. §1342(5)(b)(1)(C)(iii), 40 CFR
§122.62(a)(3), MCA §75-5-402, and ARM §17.30.1361(1)(c)(1)(B).

Additionally, we believe that the Tongue River Reservoir has become a de facto mixing zone
for CBM wastewater. Prior to coal bed methane development, the EC of the high-quality
spring runoff water coming into the reservoir helped improve the water quality in the
reservoir. Today, the spring runoff water is mixed with coal bed methane wastewater
discharges in Wyoming and enters the reservoir at about 700 to 800 EC. This water mixes
with the water stored in the reservoir, which includes all the coal bed methane discharges
from the winter. Consequently, this spring we saw water leaving the reservoir at around 700
EC.

Not only does the Corral Creek EA not adequately include the non-degradation water quality
criteria discussed above, but it does little to describe how and where this water will be
discharged. For example, there is no suggestion in the EA that FEPCO will not directly be
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discharging into the Tongue River Reservoir. There is no map provided that would give the
reader guidance on where the outfalls are located for this project. Northern Plains is greatly
concerned about the diminished water quality of the Tongue River Reservoir, and feels that
this project will exacerbate the problem.

Finally, the Montana DEQ filed an enforcement action against FEPCO on July 14, 2008, for
failing a Whole Effluent Toxicity (WET) test for their untreated discharge into the Tongue
River (Attachment F). Whole Effluent Toxicity (WET) refers to the aggregate toxic effect to
aquatic organisms from all pollutants contained in a facility's wastewater (effluent). It is one
way we implement the Clean Water Act's prohibition of the discharge of toxic pollutants in

toxic amounts. WET tests measure wastewater's effects on specific test organisms’ ability to SN
survive, grow, and reproduce. As described in more detail above, Northern Plains remains L 2—5/

very concerned about the quality of groundwater discharged from methane production and its
impact to our surface water and aquatic life. Northern Plains would ask the agency to
consider this most recent enforcement action against FEPCO before approving additional
projects that would increase the amount of discharge and the likelihood of such discharges
affecting the aquatic life in the Tongue River and Tongue River Reservoir.

V. Conclusion
Thank you for the opportunity to comment on the draft Environmental Assessment for

FEPCO’s Corral Creek Project. We respectfully request that the Agencies prepare a revised
EA that addresses the concerns we have stated above.

Sincerely,
Mark Fix Roger Muggli
Chair of the Coal Bed Methane Task Force Manager, T & Y Irrigation District
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Attachment A

Attachment B

Attachment C

Attachment D

Attachment E

Attachment F

Attachments

US District Judge Anderson’s Order in the 2003 FEIS Lawsuit (Case
No. CV-03-69-BLG-RWA)

Multi state Sage-Grouse Coordination Report: Using the Best
Available Science to Coordinate Conservation Actions that

Benefit Greater Sage-Grouse Across States Affected by Oil & Gas
Development in Management Zones I-1I (Colorado, Montana, North
Dakota, South Dakota, Utah, and Wyoming). January 2008.

Myers, Tom. “Potential Effects of Coal Bed Methane Development on
Water Levels, Wells and Springs of the Fidelity CX Ranch Field In the
Powder River Basin of Southeast Montana”. 23 Apr. 2007.

USGS Water Quality Data Plots along the Tongue River Monitoring
Network gathered in 2008

Northern Plains Letter to MDEQ Director, Richard Opper Re:
Modifying FEPCOs discharge permits. 10 July 2008.

MDEQ letter to FEPCO Re: Whole Effluent Toxicity (WET)
Compliance Plan for MPDES Permit MT0030457. 14 July 2008.
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Response to Late Comments

17.

18.

19.

20.

21.

22.

The 2003 Final Environmental Impact Statement (FEIS) was prepared jointly by the Federal
BLM and two state agencies, the MT-DEQ and MBOGC. Each agency issued their own
separate Records of Decision. The records of decision and reliance by the State of
Montana on the 2003 FEIS has not been challenged. The 2003 FEIS and state records of
decision remain valid and in effect as they relate to state actions.

The DNRC and DFWP reviewed recent studies regarding potential impacts to sage grouse.
The result was a new sage grouse stipulation developed jointly between DNRC and DFWP
that is utilized on any tracts that locate within 1 mile of an active sage grouse lek. No tracts
on this lease sale qualify for the sage grouse stipulation.

MEPA requires consideration of concurrent state actions. MEPA does not require
consideration of potential future actions. If the Tongue River Railroad is ever proposed as
an action requiring state approval, the MEPA review then prepared will have to consider a
baseline environment that includes past and present cumulative state actions.

The legal protections conferred on water rights holders under state law are not altered by
the 2003 FEIS or any approval under this EA. The CBNG operator is obligated to offer
water well mitigation agreements to protect water rights holders who might be affected by
CBNG operations.

Air quality is regulated, and permits are issued, by the Montana Department of
Environmental Quality. The 2003 Final EIS is a valid document from which MT-DEQ may
tier in the exercise of its regulatory responsibility. Any operations conducted under state oil
and gas leases must comply with all applicable regulatory requirements.

Any discharge of water into the Tongue River are regulated by permits issued by the MT-
DEQ. The action proposed in this EA would utilize two existing MPDES permits
(MT0030457 and MT0030724). If the MT-DEQ were to change the terms and conditions of
those or any future permits, Fidelity would be required under the terms of the state oil and
gas leases to comply with such requirements.
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